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EDITORIAL COMMENT 
BANKING ON TRIAL 


DDRESSING the American Institute 

of Banking, F. M. Law, president 

of the First National Bank of Hous- 
ton, Texas, and former president of the 
American Bankers Association, declared 
that “private banking is on trial before 
the bar of public opinion. Unless we 
measure up to the demands of this war, 
we are doomed. By that I mean that 
banking will be socialized.” But Mr. 


Law went on to say “the record we are 


making is good.” He amply sustained 
this statement by citing in detail what 
the banks are doing to aid in our war 
efforts. Should the purchase of War 
Bonds and Stamps by the public not 
meet with the requirements of the Treas- 
ury, the banks will be called on to do 
still more in the matter of buying obli- 
gations of the Government. Efforts are 
being made by various public agencies, 
with full banking codperation, to stimu- 
late the already large buying by the 
public. Until the result of these in- 
creased efforts is known, it cannot be 
said with any degree of certainty what 
will be the problem for the bankers to 
solve. It may be said now with confi- 
dence that they will do whatever the 
Government requires of them. The rea- 
son why they would rather the public 
should fully participate in buying the 
obligations of the Government, thus re- 
lieving the banks of that privilege to a 
considerable extent, is something well 


understood by the banks. They have 
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the opportunity of helping the public 
to a better understanding of this reason. 

Mr. Law, one of the prominent and 
thoughtful bankers of the country, was 
quite right in saying that our banking 
system is on trial, as he was in stating 
that the record made by the banks is 
good. 

But may it not be said that not only 
the banking system but our institutions 
pretty generally are on trial? 

If this is the case, the answer must be 
that such of our institutions as are 
worth preserving—as in the main they 
certainly are—will survive the trial. 
while others that have served their pur- 
pose will either disappear or be changed 
to meet the war-changed world. 

THE BANKERS MacAZINE expresses 
confidence in the survival of the banks 
of the country, believing that the end of 
the war will disclose a record fully jus- 
tifying their continuance as _ privately 
owned servants of the public. 


© 
A PLAN FOR CAPITAL WITHERING 


OST observers of the economic 

process have believed that capital 

—a rather tender plant at best— 

was something to be carefully tended 

and nurtured, so that it might not only 

be kept alive, but that it might also pro- 

duce a fresh crop of capital to be used 
for the benefit of mankind. 
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But the Archbishop of Canterbury 
seems to view the matter in a different 
light, according to some of his opinions 
on the subject as published in the June 
issue of THE BANKERS Macazine. He 
himself characterizes his proposal as a 
capital-withering process. This to be 
accomplished in the following way: 

“As soon as interest paid on any in- 
vestment is equal to the sum invested, 
the principal should be reduced by a 
specified amount each year until the 
claim of the investor to interest or divi- 
dends was extinguished.” 

Just how this reduction is to be made 
is not stated. If the capital is to be 
returned to the investor in annual in- 
stalments, that is one thing; but if the 
reduction is to be brought about by 
writing it off, that is something quite 
different. 

At any rate, the idea seems to be that 
after an investor has received in the 
form of dividends and a lender as in- 
terest an amount equal to his investment 
or loan—he is entitled to no more, pre- 
sumably on the theory that he has got 
his money back. But has he? What “he 
has received was what his 
money earned, not his principal 


actually 
has 


sum, even though the amount may equal 


his investment or loan. If the investor 
or lender is to get back his principal in 
annual instalments, that would mean 
the withdrawal of so much from the 
firm or corporation receiving it; on the 
other hand, if the reduction means writ- 
ing it down gradually, that would ap- 
pear to be confiscatory. 

The Archbishop has another proposal. 
“There is no reason,” he says, “why we 
should pay certain citizens for merely 
owning land on which our cities are 
built.” 

That the right of expropriation of 
real or other property inheres in gov- 
ernment cannot be denied, but as was 
said in a famous case, this right is sub- 
ject to the making of prompt and ade- 
quate payment for the property expro- 
priated. The Constitution of the United 
States forbids the taking of private 
property for public use without proper 
compensation. 

Denial of individual ownership of 


THE 


the land on which our cities are built 
would mean collective ownership by the 
city. Nobody would own the land on 
which his house is built. And yet, at- 
tachment to the soil has long been re- 
garded as one of the strongest incen- 
tives to patriotism and good citizenship, 
And it can hardly be claimed that a 
tenant can feel the attachment which 
ownership confers. We all feel a spe- 
cial pride in owning a place rather than 
in merely occupying it. 

In the “Imaginary Conversations” of 
Walter Savage Lander, Cicero is rep- 
resented as saying: “A slight displeas- 
ure would be felt by us if we were cer- 
tain that after death our houses would 
be taken down, though not only no 
longer inhabited by us, but probably 
not “destined to remain in the possession 
of our children; and that even these 
vineyards, fields and gardens. were 
about to assume another aspect.” 

Even the dweller in a great city, 
fortunate enough to have a back yard, 
feels for his property an attachment 
because of ownership, while many own- 
ers of homes in city and country regard 
the old home with special affection be- 
cause it is theirs. 
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BUILDING THE NEW WORLD 
DVENTUROUS souls, the dreamers 


who in the end become the only 

practical men, are already engaged 
in planning for the fine new world 
which is to emerge after the end of the 
present conflict. 

Against their brave voyaging into the 
unknown no cynical doubts should seek 
to impede their reaching a safe and 
beautiful harbor. Only it is proper to 
say that they may be hoping for too 
much—for that not immediately pos- 
sible. 

A Chinese sage observed some cen- 
turies ago that water is not more like 
water than the future is to the past. 
The French go still further and say that 
the more it changes the more it is the 
same thing. 

No doubt there is a tendency in the 
human race to repeat the mistakes of 
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Emphasis 
on War 


With the Nation’s production 
effort approaching its peak, Phila- 
delphia is more than ever a 
maelstrom of business and indus- 
trial activity, and it is a focal 
point for banking transactions of 
every kind connected with war 
activities. 
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To those who do business in this 
territory we offer a thorough 


knowledge of local conditions, 
quick collections, complete com- 
mercial banking facilities, and 
an unquestioned willingness to 
serve. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Resources Over $650,000,000 


Member of Federal Deposit Insurance Corporation 
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the past, and this is particularly true in 
regard to war. Still, if we look just a 
little below the surface, we can see that 
great progress has been made. Witness 
the wave of indignation that swept 
around the world when news came of 
the atrocities perpetrated by Germany 
against the helpless and unoffending 
people of Czecho-Slovakia. And look 
at the war picture as a whole. In the 
futile attempt to destroy civilization and 
to impose barbarism upon the world, 
only two nations of any importance 
whatever are engaged—Germany and 
Japan. Against their barbarity some 
thirty nations are aligned if we reckon 
those now smarting under despotic en- 
slavement. Against these brutal ene- 
mies of mankind is operating a force 
greater than the thirty combined na- 
tions, of whose justice they are but the 
chosen instruments. In his famous 
speech Patrick Henry declared that 
there is a just God who presides over 
the destinies of nations. And no just 
God Himself would condone or permit 
the civilized nations of the world to 
condone the atrocities of which Ger- 
many stands convicted in the eyes of 
mankind. No; for those who have 
challenged civilization the day of wrath 
is dawning, and if slowly the mills of 
the gods are grinding, the thoroughness 
of their work will be established by the 
pulpy mass into which Germany and 


Japan will be reduced. 
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SOME OF WAR’S EFFECTS 


HILE war necessarily causes many 

important changes in - national 

economy, some of these changes 
are of particular significance. You do 
not need to have a specially retentive 
memory to enable you to recall a time 
when we were all being told that what 
was most urgently required was to put 
greater purchasing power into the hands 
of the people. How quickly has this 
idea been subjected to overthrow! Now 
we are troubled to find what to do with 
the enormous addition to purchasing 
power in possession of the public, due 
to the spurt of war enterprise. 


Nor do you have to go back many 
months to find bankers deeply con- 
cerned over the inflationary possibili- 
ties in excess bank reserves. Now pro- 
posals are being put forth to cut re. 
serve requirements, and for a purpose 
not difficult to understand. 

Since a large gap exists between pur- 
chasing power available and the supply 
of consumers’ goods, due chiefly to rise 
in wages, the thought occurs that the 
size of this gap might have been kept 
down by greater effort to restrict this 
rise. An attempt to cure the matter now 
by reducing wages where they have 
sharply risen would not only be politi- 
cally impossible but futile as well. It’s 
a case where the adage that an ounce of 
prevention is better than a pound of 
cure is clearly applicable. 

In the matter of bank reserves, the 
problem has arisen through the change 
in the situation. The bankers who saw 
in excess reserves the possibility of a 
serious credit inflation were entirely 
right at the time. What they did not 


and could not foresee was the tremen- 
dous demands to be made on these re- 
serves by the war financing program. 


® 


WHEN A BANKER DIES 


S bankers, like all men, are mortal, 
their death can be considered as 
not outside the realm of ordinary 

happenings. Yet, when one of excep 
tional prominence passes from. the 
banking scene, it is something of more 
than ordinary concern, even though in 
the particular instance he may have 
lived the allotted span and _ worthily 
sustained the high duties of his calling. 

The death of Joseph Wayne, Jr. 
chairman of the board of the Philadel- 
phia National Bank, as recorded im 
the pages of our last issue, prompts 
these reflections. For Joe Wayne was 
a banker of more than the usual stat 
ure. He easily ranked near the top 
of the banking fraternity of his country. 
How he was regarded by his fellow 
bankers sufficiently appears from his re 
peated election as president of the 
Philadelphia Clearing House Associa 
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tion, by his election as president of the 
Pennsylvania Bankers Association, and 
as president of the American Bankers 
Association. Thus he had received the 
highest banking honors in his city, state 
and nation. 

Perhaps, welcome as these honors 
were to Mr. Wayne, he valued more the 
help he was able to lend, and to direct, 
in promoting the growth of the Phila- 
delphia National Bank to its present 
very high position among the banks of 
the United States. 

Mr. Wayne, as president of the Girard 
National Bank, seemed to fit peculiarly 
into the classic atmosphere of its build- 
ing—once the home of the Bank of the 
United States. For Wayne was a banker 
of the dignified and courtly type. But 
he was also admirably suited to his later 
position as president of the Philadelphia 
National and finally as chairman of the 
board. Besides his connection with 
banking, he was prominent in the dis- 
charge of his civic duties, and was iden- 
tified with a number of large financial 
and industrial corporations. 

Personally, Mr. Wayne was dignified, 
kindly and courteous, with a character 
not lacking whatever force might be re- 
quired. He was a great banker, a fine 
man, whom to have known is something 
to be remembered. 
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PRESIDENT URGES REDUCTION OF 
FHA MORTGAGES 


Amonc the thousands of American fam- 
ilies now buying their homes through 
the FHA mortgage insurance plan, there 
are many whose incomes have been sub- 
stantially increased as a result of war 
expenditures and who are thus put in a 
position to increase the payments on 


Conversion of 


Commercial Bank Funds 


By H. E. ZARKER 


Treasurer, Princeton Bank & Trust 
Company, Princeton, N. J. 


With A Foreworp BY 


HAROLD STONIER 
Executive Manager, American 
Bankers Association 


Every bank has available 
for investment its own funds 
and the funds of its depositors. 
The great problem of banking is 
to invest these funds so as to 
combine safety and _ liquidity 
with adequate and consistent net 
profits. The problem for each 
bank is to adopt a policy of 
“conversion of funds” that will 
meet the particular needs and 
circumstances of its own com- 
munity. Such a policy should 
not be based upon the current 
demand for loans but upon the 
character of the bank’s deposits 
and the variation in deposit bal- 
ances as may be determined by 
an analysis. In this book Mr. 
Zarker outlines a complete 
method for adopting such a 
policy and putting it into op- 
eration. 
K2&t 


Price $1.50 delivered 


their mortgages. 
I h BANKERS PUBLISHING COMPANY 
therefore urge you, through the 165 Main Street, Cambridge, Mass. 


Commissioner of the Federal Housing Enclosed find $1.50 for which please 
Ad — e e ° send me postpaid a copy of ‘‘Conversion 
Administration, to bring to the attention of Commercial Bank Funds” by H. E. 
of these families this opportunity to use cone 

this increased income to reduce the in- ! Name 

debtedness on their homes and at the 

same time to share importantly in our 

common battle against a rising cost of 

living —President Roosevelt. 
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Commercial Banks and the 


War Finance Program 


HEN the Treasury Department of 
the United States of America be- 
gins the new fiscal year—July 1— 
it also sets out on its greatest financial 
adventure—the spending of $73,000,- 
000,000 within twelve months. This 
will require an outlay of $200,000,000 
a day including Saturdays, Sundays and 
holidays, or approximately $35,000,000 
an hour on the basis of a forty-hour 
working week for fifty-two weeks. Re- 
vised plans for the new fiscal year were 
announced on April 24, and their astro- 
nomical figures far surpass anything 
ever dreamed of in financial circles. 
My purpose is to discuss this spend- 
ing program, to outline how it will be 
financed, and to show the part the com- 
mercial banks will be called upon to 
take to insure the success of the plan 
and the safety of the banking structure. 
Out of total expenditures of $73,000.- 
000,000, $67,000.000,000 will be used 
for war preparation, leaving $6,000,- 
000,000 for non-war purposes. Net re- 
ceipts under last year’s tax measures are 
estimated at $17,000,000.000. New tax 
proposals, which Congress is working 
on at the present time, will probably add 
another $7,000,000,000, making a total 
of $24,000.000.900. A deficit of $49.- 
000,000,000 results, and to this tidy 
little amount should be added about 
$4,000,000.000. which represents ad- 
vances to Government corporations. 
Thus, the national debt will be in- 
creased over $53,000,000.000 in the 
twelve months ended June 30, 1943. 
Taxes have always been unpopular 
and the average politician hesitates to 
levy an amount sufficient to supply the 


By A. M. Massie 


Vice-President, New York Trust Compan 


necessary funds. Therefore, in times 
of war taxes lag behind spending, and 
the difference is made up by borrowing, 
In modern war it is necessary to reduce 
the production of consumers goods and 
to use the facilities for war purposes, 
The increased national income created 
by deficit spending seeks an outlet a 
the same time that the supply of consum- 
ers goods is restricted and, conse 
quently, there is a tendency for the price 
level to rise. To remove this danger 
of inflation, taxes should be drastically 
increased. 


Taxes Must Rise 


Tax receipts for the coming year are 
expected to be $24,000,000.000, or 2 
per cent of the estimated national im 
come of about $120,000,000.000. In 
spite of the fact that this is the largest 
annual tax ever reported, it is obvious 
that if the Treasury is to continue to 
spend at the rate of $67.000.000.000 a 
year, taxes will have to be sharply im 
creased because we cannot finance safely 
many annual deficits as large @ 
$53.000.000.000. 

The borrowing of funds to help 
finance the war is a very dangerous step, 
and unlesss the methods pursued are 
sound, the harmful effects may be felt 
for years to come. All economists agree 
that the most desirable method of bor 
rowing is to withdraw as much as po* 
sible of the income created by wat 
expenditures—thus preventing an infle 
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tionary rise in the price level. A sec- 
ond method is to tap the idle funds of 
individuals and corporations, and the 
third, and least desirable, is to sell 
Government obligations to the commer- 
cial banks. 

Estimates for the fiscal year 1943 in- 
dicate the possibility of raising about 
$18-20 billion by the first two methods. 
This would leave from $33-36 billion 
of new money financing to be taken by 
the commercial banks. To _ illustrate 
the magnitude of this financial under- 
taking. it might be pointed out that on 
December 31, 1941, all member banks 
of the Federal Reserve System held only 
about $19.500,000,000 of Government 
direct and guaranteed obligations. Even 
if peace should come at an early date, 
it is difficult to see how very large defi- 
cits can be avoided for several years. 
However, since it is impossible to fore- 
tell what may follow in the future, no 
attempt will be made to go beyond the 
figures estimated by the Treasury De- 
partment for the next fiscal year. Thus 
by June 30, 1943, all member banks 
(and these constitute approximately 90 
per cent of the banking system) would 
hold nearly $55, 000,000,000 of U. S. 
Treasury obligations. 

On December 31, 1941, these same 
banks had capital funds of about $5,- 
900,000.000. The relation of the figures 
on Government holdings to total capital 
funds shows that if the banks are to 
be kept sound they cannot be subjected 
to too severe a fluctuation in the price 
of the bond holdings. This indicates 
that a limit should be placed on the 
maturity schedule and that the average 
maturity should be fairly short. Even 
though the war financing should reach, 
in the coming year, the staggering total 
indicated, and further large ‘deficits are 
created in the next few years, it is rea- 
sonable to suppose that a five-year aver- 
age maturity or slightly less would af- 
ford adequate protection for the bank- 
ing structure against a moderate change 
in interest rates. 

For over ten years the educational 
work carried on in connection with bank 
investments and bank portfolio opera- 
tions has stressed the necessity and the 
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‘‘There will be a tremendous 
risk involved in the financing of 
the war, but the bankers of the 
country can and will do their 
part. If we are to fight for free 
enterprise and independent 
banking in this country, we can- 
not at the same time seek a guar- 
antee against risk. The two po- 
siticns are inconsistent,’’ says 
Mr. Massie in the accompanying 
article based on his recent talk 
to the New York State Bankers 
Association. 


advisability of the average bank operat- 
ing on the basis of evenly spaced ma- 
turities running from one to about ten 
years, or an average maturity of about 
five years. In this educational work it 
has been recognized that because of the 
difference in the capital structure of the 
banks and in operating conditions there 
would have to be considerable modifica- 
tion of this theory to meet the require- 
ments of the individual banks. Certain 
banks with limited capital, or those op- 
erating in the large financial centers, 
would want to have an investment policy 
in which maturities extended from one 
to five years. Others with adequate capi- 
tal structure and with static or semi- 
static deposits would desire to take ad- 
vantage of those conditions and assume 
a policy of somewhat longer maturities, 
say from one to ten years. 


Financial Pattern Needed 


With this background it seems rea- 
sonable to propose to the Treasury that 
the part of the financing which is to be 
absorbed by the commercial banks 
should be issued in some form which 
would fit into the pattern established by 
banking practice. It is of paramount 
importance to the Treasury that the 
banks be kept in a sound condition dur- 
ing this period because they must stand 
behind the Treasury as underwriters of 
that substantial part of the new debt 
which cannot be absorbed immediately 
by the public. 

It is greatly to be desired that the 
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Treasury outline in general terms some 
pattern of financing for that part of 
the deficit to be financed by the banks. 
This pattern should be such that it will 
have the wholehearted support of the 
15,000 commercial banks of the coun- 
try and at the same time permit the 
Treasury to have complete flexibility of 
action. Many plans have been pro- 
posed, but one which seems to have 
much appeal and which provides the 
essentials of the policy now followed 
by many banks is that offered by D. K. 
Pfeffer, vice-president of the National 
City Bank, New York. His plan is to 
have the Treasury Department issue a 
series of one to ten-year serial maturi- 
ties, with each subscribing bank taking 
a tenth of its allotment in each of ten 
maturities of a marketable issue, any 
part of any maturity being salable in- 
dependently. The serial spreading of 
maturities makes it possible for banks 
and other buyers to set up a progressive 
schedule of spaced maturities. 

Mr. Pfeffer’s plan calls for the use 
of one to ten-year serial maturities for 
all the Government financing that the 
banks would be expected to take, in- 
cluding both new money financing and 
refunding. Since many banks do not 
follow the same investment theories, 
greater flexibility might be obtained by 
slight modifications of this plan. Some 
banks follow a policy of buying only 
one to five-year maturities. Others are 
interested in the one to ten-year issues. 
and still others buy beyond the ten-year 


‘‘All economists agree that 
the most desirable method of 
borrowing is to withdraw as 
much as possible of the income 
created by war expenditures— 
thus preventing an inflationary 
rise in the price level, A second 
method is to tap the idle funds 
of individuals and corporations, 
and the third, and least desir- 
able, is to sell Government obli- 
gations to the commercial 
banks.’’ 


limit. For new money, financing serial 
notes could be offered on any one of 
three basic plans, and the results at the 
end of the year would be approximately 
the same: 

Plan 1 


The Treasury could issue a series of 
one to ten-year serial maturities at par, 
or at a slight discount or premium, with 
each bank taking a tenth of its allot. 
ment in each of ten maturities of a 
marketable issue, any part of any ma. 
turity being salable independently. 


Plan 2 


The Treasury could issue at alter. 
nate monthly dates one to five-year and 
six to ten-year serial maturities at par, 
or at a slight discount or premium. A 
bank operating on a one to five-year 
policy of maturities would subscribe for 
the first series but would not be inter- 
ested in the six to ten-year group. Con 
versely the bank operating on a one to 
ten-year basis would subscribe for both 
series. A study of the portfolio policies 
of the banking structure would probably 
show a substantially heavier demand for 
the serial notes due from one to five 
years than for those due from six to ten 
years. The Treasury could adjust th 
respective amounts offered to supply 
this demand. This would remove some- 
what the rigidity of Plan 1 and tend to 
reduce the pressure on the secondary 
market. 


Plan 3 


The Treasury could issue monthly, or 
at such other convenient periods, two 
issues—each of a different maturity. 
For instance: 


6-year maturity 


In January a l-year anda 
7-year maturity 


February a 2-year anda 
March a 3-year and a 8-year maturity 
April a 4-year and a 9-year maturity 
May a 5-year and a 10-year maturitt 


This procedure would be repeated from 


July through November, leaving tw 
months — June and December — open 
each year for the issuance of longet 
term bonds to be absorbed principally 
outside the banking structure. 

bank could thus vietlaan a selection of the 
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maturities which most nearly fitted its 
policy. 

In each of the above plans there 
would be outstanding at the end of a 
twelve-month period a series of one to 
ten-year maturities. Under Plans 2 and 
3 the amounts of each maturity would 
not be uniform, while they would be 
under Plan 1. This is of minor impor- 
tance. Additional modifications may 
also be required in each plan. 

For purposes of refunding maturing 
issues it might be found desirable to 
issue bonds of specific maturities instead 
of in serial form. These might be three- 
year, five-year, ten-year, or whatever 
maturity seemed best to fit the circum- 
stances at the time of refunding. 

The Treasury Department and the 
Federal Reserve Board have indicated 
their desire to finance the war on a 
244 per cent basis and with no impor- 
tant change in the rate structure. The 
Pfeffer Plan has a distinct advantage in 
that if the maturing notes are “rolled 
over” or refunded into the tenth year, 
or any other year, the income of the 
bank is periodically increased even 
though there is no change in the rate 
structure. The following illustration 
will show how this refunding operation 
would work: 


How the Plan Works 


Assume a bank starts with a portfolio 
consisting of even amounts of each one 
of the serial notes due from one to ten 
years and yielding the rates shown in 
Figure I. 

If at the end of one year the first ma- 
turity is refunded into the tenth year at 
the same ten-year rate of 2.25 per cent, 
and this process is followed with each 
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maturing issue, the average rate of the 
portfolio moves on the following yield 
schedule and the Government bond in- 
come of the bank is increased corre- 
spondingly: 


Average yield 1 year 
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From the tenth year on, the rate would 
stay constant until a change in the rate 
structure took place. 

Such a progressive increase in yield 
in the portfolio of a bank would have 
two important advantages: 

1. There would be an automatic increase 
in income without any additional investment. 

2. As the average yield increased, with the 
average maturity maintained, the bank would 
become less vulnerable to a change in rates. 


This simple illustration does not in 
any way imply that the Treasury would 
always refund into the tenth year matu- 
rity. If market conditions permitted, 
the entire maturity might be refunded 
into a long-term bond to be sold to the 
insurance companies and other non- 
bank investors, or the maturing notes 
might be refunded into any year be- 
tween the second and the tenth. There 
would be perfect flexibility for the 
Treasury Department. 

It is assumed here that the Treasury 
will continue to operate a large and 
active Bill market so that banks and 
other investors can adjust their posi- 
tions and so that the Federal Reserve 
System can maintain an orderly money 
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‘‘The relation of the figures 
on Government holdings to total 
capital funds shows that if the 
banks are to be kept sound they 
cannot be subjected to too severe 
a fluctuation in the price of the 
bond holdings. This indicates 
that a limit should be placed on 
the maturity schedule and that 
the average maturity should be 
fairly short.’’ 


market. The issuance of serial notes 
should in due time remove the need for 
Certificates of Indebtedness, but if the 
Treasury felt that these were needed 
they couid be issued without interfering 
with the other program. 


The One to Ten-Year Policy 


The suggestien made above is only 
one of many that will be offered, and 
will raise the very controversial ques- 
tion of what constitutes the best matu- 
rities for bank investment policy. Let 
me present a few simple arguments in 
favor of a one to ten-year policy for the 
average bank. 


1. Many bankers feel this financing should 
be accomplished with maturities of five years 
or less. 


A projection of the total financing to 
be done by the banks over the next few 
years is so large, it would not seem 
sound fiscal policy for the Treasury to 
concentrate in maturities as short as 
five years. Also, at the rates which pre- 
vail now for one to five-year paper, it 
would be difficult for many of the 
smaller banks to earn enough from these 


holdings to maintain a sound position. 

2. On a schedule of one to ten-year ma- 
turities with about even amounts in each 
year, the banks could finance their share of 
the deficit for several years, and still keep 
in a sound condition even if there should be 
a 1 per cent change in the interest rate on 
all maturities. 


Such a change in rate would, of 
course, result in a large depreciation in 
market value, but if a bank continued to 
hold its position this depreciation would 
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be completely eliminated by the gradual 
redemption of the various serial maturi- 
ties at par. If the average maturity js 
short enough, say five years, a group of 
directors is much more likely to vote to 
retain the holdings during unfavorable 
market periods than they would be if the 
maturities were of long duration. This 
has been demonstrated time and again 
during the panicky periods of the last 
ten years. This program will be so big 
that if the market becomes nervous a 
bankers get frightened and sell out, the 
losses could be very costly. While a 
one to ten-year policy will not give so 
good a return as a policy of longer ma- 
turities, it seems to work very well over 
periods of both good and bad market 
conditions. The cost of money to the 
Treasury would also be less than on 
longer maturity bonds. 


3. The action on the part of the Treasury 
in preventing commercial banks from own- 
ing the recent issue of 25-year 214s would 
indicate that some high official does not 
believe commercial banks should hold long- 


term issues. 


The Capital Position 


This vast increase in bank investments 
leads to a discussion of the capital posi- 
tion of the banking structure. 

According to the old classical theory 
of banking, only a limited volume of 
earning assets should be held against a 
given amount of capital funds. Two 
reasons for this were given: (1) most 
of the money in earning assets was de- 
rived from demand deposits and hence 
might be needed unexpected] y—this was 
the consideration of liquidity, and (2) 
the assets did not always prove sound— 
this was the credit factor. If a bank had 
a very small amount of capital funds 
to support a large volume of invested 
assets, the safety of the institution was 
questioned whenever the public became 
nervous about business conditions and 
hence about the value of the invested 
assets. 

Most banking legislation has been in 
the direction of limiting the quantity 
and maintaining the quality of the assets. 
For instance, in early banking days the 
requirement for holding in other banks 
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certain amounts in cash had the effect 
of limiting the volume of earning assets 
and of providing liquidity. The provi- 
sions defining the proper assets for bank 
holdings determined the minimum qual- 
ity of bank assets. It is obvious that if 
a bank could be assured its deposits 
would not be called for unexpectedly, so 
that there would be no reason to liqui- 
date rapidly, and if it could find a 
large volume of liquid riskless assets, 
it could hold a very large volume of 
such assets in proportion to its capital 
without causing undue concern. 

These facts are illustrated in our 
Federal Reserve System in which every- 
one has implicit confidence. Recently 
the assets of the twelve banks combined 
were 64 times the amount of — 
funds. However, cash and U. S. Gov- 
ernment obligations were 96 per ‘cent of 
total assets, and cash alone was 86 per 
cent of assets. 

Since the expansion of bank credit 
will be based primarily on the purchases 
of U. S. Government bonds by the 
hanks, it seems necessary to modify the 
old concept of limiting assets to about 
ten times capital funds. There are am- 
ple capital funds to provide a safe mar- 
gin against assets other than cash and 
governments and, therefore, should our 
banks be subjected to criticism for hold- 
ing too many assets compared with capi- 
tal funds, this criticism could only be 
because of the large holdings of Gov- 
ernment obligations. and under present 
circumstances would be unfair. Every- 
one concedes it is unfortunate that we 
have to go through this period of bank 
expansion based on Government bonds, 
but it cannot be avoided and must there- 
fore be handled with intelligence and 
understanding. The capital position of 
banks will soon look small under the 
old concept, but it will be adequate if 
the problem is handled adroitly. 

If the Treasury and the Federal Re- 
serve System, working together on this 
financing program, wish to maintain a 
steady rate structure, it would seem 
necessary to keep available to the banks 
a fairly liberai volume of excess reserves 
—perhaps $2 billion or more. In or- 
der to do this the figures would indicate 
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it will be necessary to reduce reserve 
requirements and to have the Federal 
Reserve banks purchase bonds in the 
open market. There are so many vari- 
ables in the money market it is impos- 
sible to tell when these actions would be 
taken. 

It is apparent that the addition of 
many billions of dollars of Government 
obligations to the earnings assets of the 
banks will add greatly to their 
income—but with operating expenses 
rising and with taxes becoming very 
important it is questionable whether 
much of the added earning power will 
be retained. It certainly looks as though 
the top limit on earnings would be 
only slightly above 7 per cent on capi- 
tal funds. With the excess profits tax 
placed at 94 per cent, and with a com- 
bined normal and surtax rate of say, 
40 per cent, it is difficult to see how net 
earnings can be built up much above 
the 7 per cent mentioned. 


OTOSS 
gross 


Dividend Policy 


All of these things would indicate 
ihat banks should not be too liberal in 
the payment of dividends. They should 
build up their capital funds for the 
following reasons: (1) to help support 
the increased volume of assets, and (2) 
tc increase the capital base in order to 
reduce the excess profits tax. Industrial 
corporations are already adjusting their 
policies to the new taxes by reducing 
dividends. They want to retain the cash 
for working capital and to build up the 
capital base. 


“It is greatly to be desired 
that the Treasury outline in gen- 


eral terms some pattern of 
financing for that part of the 
deficit to be financed by the 
banks. This pattern should be 
such that it will have the whole- 
hearted support of the 15,000 
commercial banks of the country 
and at the same time permit the 
Treasury to have complete flex- 
ibility of action.’’ 





‘‘On a schedule of one to ten- 
year maturities with about even 
amounts in each year, the banks 
could finance their share of the 
deficit for several years, and still 
keep in sound condition even if 
there should be a 1 per cent 
change in the interest rate on all 
maturities.’’ 


This discussion may create a feeling 
of uneasiness in your minds and make 
you think it is risky for the banking 
structure to undertake this financing. 
You are right—it is risky—but these 
are days when the American way of life 
is at stake and its preservation is worth 
the risk involved in this program. 

Several years ago, Hitler coined a 
phrase which we did not understand. 
He spoke of “Total War.” Americans 
in their easy-going way of 1938 and 
1939 read this expression and even 
joked about it, but did not have any 
conception of its full meaning until re- 
cently. Even now it is difficult for us 


to grasp the significance of all we must 
risk and sacrifice to win this war—but 


win it we must, and we will. Total war 
involves everyone in the country—men, 
women and children. It means that 
everyone will be expected to risk all to 
save all. Not only the country, but all 
western civilization, is in danger. Yes, 
there will be a tremendous risk involved 
in the financing of the war, but the 
bankers of the country can and will do 
their part. If we are to fight for free 
enterprise and independent banking in 
this country, we cannot at the same time 
seek a guarantee against risk. The two 
positions are inconsistent. 

It is important, therefore, that the 
bankers of the country understand the 
problem and approach its solution in a 
spirit of mutual codperation. Each 
bank must carry its share of the bur- 
den. Each bank has two main obliga- 
tions: First, to make every effort to sell, 
in its local community, as many United 
States War Savings Bonds and Stamps 
as possible to individuals and non- 
banking corporations, and secondly, to 


prepare to underwrite and invest in the 
Treasury obligations which cannot be 
absorbed immediately outside the bank- 
ing structure. 

Since the things mentioned above 
must seem very complex, let me sum- 
marize them in a few words: 

1. America is fighting a war for its 
existence and the continuance of west- 
ern civilization. 

2. This war is extremely costly and 
must be paid for partly by very high 
taxation and partly by borrowing. 

3. As much as possible of the bor- 
rowing should be‘ provided by the pub- 
lic in order to reduce the risk of in- 
flation. 

4. The commercial banks will be 
called upon to use their facilities and 
their resources to finance that part of the 
borrowing which cannot be absorbed by 
the public and the non-banking corpora- 
tions. It is not a question of whether 
or not the banks want to participate. 
It is just as important that they do 
their part as it is for General Motors to 
discontinue the manufacture of automo- 
biles and in their place produce war 
machines. Each bank must do its 
share. 

5. It is hoped that the Treasury will 
adopt a general pattern for the financ- 
ing that will permit the banks to set up 
maturity schedules which will fit into a 
sound policy—say one to ten years. 

6. This financing will increase 
greatly the earning assets of the banks. 
To enable the banks to handle this in- 
crease, the Federal Reserve Board will 
probably have to make available a lib- 
eral amount of excess reserves by re- 
ducing bank reserve requirements and 
by open market purchases. Gross earn- 
ings of banks will be increased, but 
higher operating expenses and a 94 per 
cent excess profits tax will tend to limit 
bank earnings to 7 or 8 per cent of 
capital funds. Dividends should be 
held at conservative amounts in order 
to build up capital. 

7. There is no question but that this 
financing can be handled by the com- 
mercial banks. To accomplish it, bank- 
ers will need understanding, courage, 
and, above all, the will to do the job. 
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German Experience with 


Stocks and Inflation 


ISCUSSIONS of inflation and stock 
prices often refer to German ex- 
perience. But statements as to the 

origin and nature of the great German 
inflation are frequently confused and in- 
accurate. It seems that the memory of 
the historic facts has faded. Consider- 
ing the current importance of the sub- 
ject, it may be worth while to refresh 
our minds, if only in a general way, so 
as to get the picture straight. 

Germany, the country of the classic 
inflation, went through a painful expe- 
rience during 1914-1923. She is just 
now witnessing an inflation—certainly 
of another type—for the second time. 
It is therefore appropriate to include 
recent developments in this study. The 
second German inflation, it will become 
apparent, is of far more interest to us 
than the earlier great inflation. 

As for the great German inflation. it 
can be divided into three main periods: 
the first comprising the time from the 
outbreak of the first World War in 1914 
up to the assassination of Foreign Min- 
ister Rathenau in June, 1922; the sec- 
ond lasting from June, 1922. until the 
end of the so-called Ruhrkampf in April. 
1923, when the first attempt at currency 
stabilization broke down; the third and 
final one which lasted from April. 1923. 
to the successful stabilization of the 
mark in November, 1923. 

During the first phase of the cur- 
rency inflation two booms in the stock 
market occurred; a genuine war hoom 
between 1914 and 1918 and, after a 
short postwar depression. an inflation- 
ary rise of stock prices from December, 


1918. to June, 1922. 


By L. Albert Hahn and 
Joseph Soudek 


In the course of the war the index of 
share prices (1913=100) rose without 
interruption to a peak of 143 in August, 
1918, and fell back to 88 at the end of 
that year. This increase in share prices 
during the war can hardly be called 
“inflationary.” It is true that the quan- 
tity of money in circulation in October, 
1918, was four and a half times that in 
1914; that the index of wholesale prices 
had risen to 239 from a level of 100 in 
1913; that the value of the dollar ex- 
change expressed in paper marks 
amounted to 157 per cent but, just when 
these indices had reached the highs of 


Dr. Hahn was a well-known 
writer on currency in pre-Hitler 
Germany. As Chairman of the 
Board of a large provincial bank 
in Frankfurt on the Main, he 
was the first to criticize the ill- 
fated German currency policy 
after the last war which actually 
led to the big inflation in the 
earlier Twenties. In the field of 
monetary theory, he wrote a 
book on ‘‘The Economic Theory 
of Bank Credit,’’ and several 
essays, later collected in two 
volumes, under the title ‘‘Money 
and Credit.’’ In recognition of 
his scientific merits, the Univer- 
sity of Frankfurt made him an 
honorary professor of economics. 
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Dr. Soudek worked for many 
years on the editorial staff of 
the Commercial Section of ‘*The 
Frankfurter Zeitung’’ and on 
the economic quarterly ‘‘Die 
He is the 


Wirtschaftskurve.’’ 
author of a study on ‘‘Social 
Consequences of Business Cy- 
cles’? and various essays on eco- 
nomic and monetary policy. 





the year, the share index erperienced 
a setback to below prewar levels. 

At that time there existed no inflation 
psychology among the German invest- 
ors: i.e., no tendency of the investor 
toward hedging against a decrease in 
the purchasing power of money. The 
whole idea and conception of inflation 
were unknown to the German public 
as well as to the government. The up- 
trend of security prices merely reflected 
the mounting dividends of industrial 
enterprises. While in 1913-1914 the 
average of dividends amounted to 7.96, 
it rose to 10.76 in percentage of the 
nominal capitals in 1917-1918 and de- 
creased again to 6.77 per cent in 1918- 
1919. 

No conclusion can be drawn from 
this war boom which would apply to 
the present situation—in Germany, in 
the United States, or elsewhere. Earn- 
ings and dividends were in no way 
threatened by excessive taxation; in fact, 
taxes were only mildly raised during the 
war. Principles such as “take the profit 
out of war” or “pay as you go” were 
not vet recognized as fundamentals of 
fiscal policy. On the contrary, the Ger- 
man Government was intent on not dis- 
turbing war morale and favorable in- 
vestor sentiment. 


The Sell-Out Market 


The postwar depression, compara- 
tively mild and mainly due to defeat 
and the fear concerning the future of 
the German economy, lasted exactly one 
year. In December, 1919. the up-trend 
of the stock market was resumed. This 
time the bull market developed in a de- 





cidedly inflationary environment. The 
budgets of the Reich and the German 
states, already burdened with huge war- 
time deficits, were hopelessly unbal- 
anced. The quantity of money in cir- 
culation had risen to ten times the pre- 
war level. The level of wholesale prices, 
already high at the end of the war, had 
risen another 50 per cent. Nowhere, 
however, did the depreciation of the 
mark manifest itself more emphatically 
than in the climbing of the dollar ex- 
change rate. By the end of 1918 the 
dollar had doubled its peace-time price 
of 4.20 marks, and by the end of 1919 
it stood at ten times this price. 

When the upward movement of the 
stock market began, the share index 
(1913=100) stood at 88; it rose with- 
out interruption to 936 in November, 
1921, and, after a short setback follow- 
ing the so-called “Black Thursday,” 
reached a peak, for this period, of 1018 
in April, 1922. 

What was the cause of this stock mar- 
ket boom? Looking back, one sees that 
it was not primarily a distrust of the 
national currency or a flight into “in- 
trinsic values.” Both motives were, of 
course, existent but by no means gen- 
erally predominant. The majority of 
the German public strongly believed in 
the value of the mark and hoped for a 
lowered dollar exchange rate. Savings 
remained with the banks voluntarily 
and at low interest rates. Hedgings 
through the purchase of foreign’ ex- 
change futures (Valutasicherungster- 
mingeschaefte), which later drew so 
heavily on the reserves of the banks, 
were not carried out in substantial 
amount. The average man still re- 
garded marks as legal tender. Only a 
very small minority of people, trained 
in foreign exchange transactions, tried 
to protect their funds against deprecia- 
tion. These, however, acquired foreign 
exchanges and not industrial shares, be- 
cause the purchase of foreign exchange, 
though hampered by various govern- 
ment regulations, was by no means im- 
possible. 

In this connection one had only to 
leave export balances in the foreign 
country. The relatively small number 
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THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office - 55 WALL STREET + New York 


Condensed Statement of Condition as of June 30, 1942 
(In Dollars) 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers............... $ 935,698,027 
United States Government Obligations (Direct or Fully 

oo Ee er ee te 1,277,330,145 
Obligations of Other Federal Agencies 37,250,496 
State and Municipal Securities ee 159,411,837 
Obtiner Securities... .. i.e ceccanes icacherr ee 61,514,529 
Loans, Discounts and Bankers’ Acceptances........... 595,152,147 
Real Estate Loans and Securities 5,720,191 
Customers’ Liability for Acceptances SrA a epee ei 5,018,247 
Stock in Federal Reserve Bank : ROT OEE 4,650,000 
Ownership of International Panking Corporation 7,000,000 
Bank Premises 38,805,636 
Other Real Estate 1,500 
Other Assets 711,037 


Deposits $2,917,113,053 
Liability on Acceptances and Bills 
Less: Own Acceptances in Portfolio... .. 5,639,403 6,331,616 


Items in Transit with Branches 14,852,967 
Reserves for: 
Unearned Discount and Cther Unearned Income 3,054,820 
Interest, Taxes, Other Accrued Expenses, etc. ....... 8,779,621 
Dividend 3,100,000 
Capital ; $77,500,000 
Surplus 77,500,000 
DS er 20,031,715 175,031,715 





$3,128,263,792 


Figures of Foreign Branches are as of June 25, 1942, except Chinese and Japanese branches 
which are as of November 25, 1941, and the Philippine branch as of December 23, 1941, 


$226,018,533 of United States Government Obligations and $14,784,384 of other assets 
are deposited to secure $190,495,239 of Public and Trust Deposits and for other purposes 
required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 
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of people who had bought shares as a 
hedge against the decreasing purchasing 
power of the mark were temporarily dis- 
couraged by the market break of the 
“Black Thursday.” After this occur- 
rence, investors realized that shares were 
no safe means of securing their savings; 
subsequently, in the first half of 1922 
they displayed a determined inclination 
toward investing available sums in for- 
eign exchange and goods rather than 
in industrial shares. The result was 
that stock prices, which up to this time 
had moved rather parallel to the dollar 
exchange rate, again lagged behind this 
rate and the prices of goods, as they 
had done in the beginning of the boom. 

The flight of capital of the German 
people was the basic reason of the boom. 
Reviewing the records of that time, one 
realizes that the boom had its roots in 
the tremendous margin which prevailed 
between the low external and the rela- 
tively big internal purchasing power of 
the mark, especially in the stock mar- 
ket. Expressed in dollars, the prices of 
shares of prospering and promising Ger- 
man enterprises appeared exceedingly 
low. Possessors of foreign exchange 
were enabled to acquire the stock capi- 
tal of German corporations for almost 
nothing. In fact, during this period, the 
purchase of industrial shares by foreign- 
ers mounted steadily. How general the 
movement was is recognized from the 
various measures adopted at that time 
by many German corporations against 
the so-called “overalienation” (“Ueber- 
fremdung”’). 

Since the margin between external 
and internal value of the currency was 
the main reason for this certainly in- 


‘“‘The German Bear Market, 
1937-1939, shows and confirms 
one thing very clearly—forgot- 
ten by those who, during the 
last year, 


prophesied perma- 
nently rising stock prices in this 
country. An inflationary en- 
vironment does not guarantee a 
bull market if it is counterbal- 
anced by deflationary factors.’’ 
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flationary boom, 
that no conclusions can be drawn from 


everyone will agree 


it for the present situation. Under the 
specific conditions of the old German 
economy, the exchange rate did not 
meet any real manipulation, and flight 
of capital and selling out of huge blocks 
of shares to foreign capitalists were 
then possible. But ‘it is not very likely 
that such conditions could occur un. 
der present-day methods of currency 
regulation. 


e ‘‘Catastrophe Boom’’ (1922- 
1923) 


The second period of the inflation 
lasted from June, 1922, to April, 1923, 
and was distinguished from the first by 
various features. The speed of the de- 
preciation of the mark was on quite an- 
other scale. Within the first period, 

e., from 1914 to June, 1922, the ex- 

change rate of the dollar increased from 
1.20 to 280 marks, i.e., in a ratio of 
1 to 70 in seven years. In the second 
period the dollar exchange rate rose 
from 280 marks at the beginning of 
this period to 20,000 marks at its end. 
The same ratio of depreciation of 1 to 
70 progressed this time within a period 
of nine months. The index of prices 
of internal goods again increased 50 
times. 

During the first period of inflation, 
confidence in the mark was maintained 
by the masses. Meanwhile, the psycho- 
logical situation had changed entirely; 
a deep mistrust in the future of the cur- 
rency was general. The mark lost its 
function as “store of value.” A further 
characteristic of this period, and one 
in which it differed distinctly from the 
preceding period, was the permanent 
and great scarcity of money. 


As no one wanted to keep the mark 
or the mark credits for any length of 
time, the banks were exposed to a “run 
of creditors.” On the other hand, manu- 
facturers and merchants were trying to 
make profits through contracting debts 
which they hoped to repay in further 
depreciated currency. Transactions of 
this sort required a tremendous amount 
of credit. Here the banks experienced 
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a “run of debtors.” Consequently the 
money supply changed from a state of 
remarkable abundance into one of con- 
spicuous and growing scarcity—a scar- 
city which was only interrupted for a 
short time when the Reichsbank fought 
it by favoring the use of “legitimate 
commercial bills,” which were dis- 
counted at an extremely low rate. 

It is also interesting to note that, 
while the dollar exchange rate rose by 
the above-mentioned 70 times and the 
price index for internal goods by more 
than 50 times, the amount of money in 
circulation increased only 32 times. 
This evidenced the fact that, in this pe- 
riod, the rise of the price level was af- 
fected not only by the increase in the 
quantity of money but also by the ever- 
increasing velocity of its circulation. 

The stock market participated rela- 
tively slightly in the inflationary move: 
the index of shares increased from about 
900 in June to only 2,062 in October 
of the same year. Expressed in dollar 
exchange, the average value of shares 
amounted then to 2.7 per cent of the 
level of 1913. On October 12, 1922, 
a new regulation governing the acquisi- 
tion of foreign exchange made it very 
hard to buy dollars. From this time on, 
people who had preserved their pur- 
chasing power through foreign exchange 
transactions were forced to look around 
for other means of accomplishing this 
end. In so far as this was not achieved 
through transactions and speculations 
in commodities, they were forced to 
enter the stock market and were favored 
in doing so by the then prevailing low 
money rates. Consequently, the index 
of share prices jumped within the fol- 
lowing two months from 2,062 to 50,200 
in April, 1923. The index of shares, 
expressed in dollars, stood finally at 
8.6 of the 1913 level, against only 2.7 
ner cent at the beginning of the period. 
The boom in stocks which occurred 
during these nine months, as well as 
every other genuine inflationary boom, 
have nothing in common with a bull 
market accompanying an industrial up- 
swing. The buyer of stocks during a 
bull market speculates on increased 
earnings or dividends in the near future. 
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The buyer of stocks during an inflation- 
ary period of this kind knows that 
stocks will not show earnings or divi- 
dends corresponding to the tremen- 
dously high stock prices. What the 
buyer hopes for is that, in the remote 
future, earnings and dividends will rise 
in some relation to the depreciation of 
the currency. 

This hope, however, is only realized 
under three conditions: the company 
concerned must own “intrinsic values”; 
they must be able to sell or fructify 
them at prices corresponding in some 
degree to the depreciation of the cur- 
rency; and, furthermore, these pro- 
ceeds may not be taxed away as profits 
—which, as a matter of fact, they are 
not—(Scheingewinne) but must be 
treated as “substance” which the com- 
pany may keep. Obviously, all this 
can happen only after a total collapse 
of the whole price regulation and tax 
system of the country. But such a col- 
lapse does not occur before the depre- 
ciation of the currency has reached ex- 
cessive proportions and the idea that 
the existing currency will maintain its 
old value nas become too paradoxical. 

Thus, inflationary speculation as it 
occurred in this period in Germany was 
speculation on the discontinuance of the 
currency. In Germany, this specula- 
tion was successful. The law regulating 
the “Opening Balance Sheet in Gold 
Marks” (Goldmarkeroffnungebilanzen ) 
provided for the revaluation of the as- 
sets of the companies in the new cur- 
rency. The explicit intention of this 
revaluation was to prevent the treatment 
as profit what was in reality only a re- 
flex of the currency inflation. 

It is obvious that speculation pre- 
dicted on the breakdown of the continu- 
ity of our currency has little basis in 
reason. Accordingly, from this period 
of German inflation, no conclusion as to 
present developments can be drawn. 


The Revaluation Boom (1923) 


The last phase of the great German 
inflation is well remembered as a pe- 
riod of astronomical figures. Within 
the short space of about seven months, 
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‘‘The average German capi- 
talist distrusts the monetary pol- 
icy of the Nazis in spite of all 
the propaganda explaining that 
this time it (inflation) will not 
recur. Since there is no outlet 
in commodity or foreign ex- 
change purchases, they have en- 
tered the stock market—the only 
free and unregulated market. 
Just as they did in 1922, they 
prefer shares of corporations, 
which own ‘real values’; in pur- 
chasing such shares they are 
again speculating on a revalua- 
tion of the corporation’s assets 
after the end of the inflation.’’ 


the dollar exchange rate leaped up from 
20,000 to the colossal figure of 4,200 
billion marks; the price index from 
5,087 to 1,374 billion. In fact, no 
longer did anyone count in marks. The 
mark had ceased to fulfill its function, 
not only of a “store of value” but also 
of a means of exchange. Wages and 
prices were fixed on sliding scales ac- 
cording to the daily dollar rate or price 
indices. 

The index of share prices moved up 
from 50,200 in April, 1923, to 23,680.- 
000 billion in November of that year. 
The boom in the stock market was of 
the same genuine inflationary character 
as described before. First, it pro- 
gressed parallel to the depreciation of 
the currency in speed and extension. 
Later it even surpassed the advance of 
the dollar rate. The speculation antici- 
pated a “revaluation” after the sta- 
bilization of the currency. The in- 
dex of share prices expressed in dollars 
(1913—=100) rose from 6.66 to 39.36 
in November. 

The overvaluation of shares, relative 
to yield, was stupendous: in 1922, most 
companies paid dividends equal to 
about 0.25 marks per share (100 marks 
par value). Immediately after the sta- 
bilization, the index of shares fell back 
to 26.80, thus demonstrating that the 
prospects of revaluation and the earn- 
ing power of the corporations had been 
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overestimated during the 
boom. 

The excessive strength of the upward 
movement of stock prices in this period 
was due to the fact that, during the first 
two periods, stock prices had lagged 
considerably behind the external depre- 
ciation of the mark. This lag was now 
at least partly overcome. But the basic 
reason for this boom, like the two pre- 
ceding, was the tremendous external de- 
preciation of the mark, which provided 
a better yardstick for the valuation of 
share prices than the prevailing yields 
in depreciated currency—a state of af- 
fairs which has ceased to exist in the 
world of today. 


preceding 


The Second German Inflation 


Whether the German monetary pol- 
icy since 1933 (or even since the middle 
of 1932) has created “inflation” is a 
matter of terminology. On the one 
hand, deficit spending has been very 
high during the entire period. Further- 
more, only a part of the newly created 
purchasing power has been consoli- 
dated in government loans, with a huge 
increase of money in circulation and of 
the short-term bank deposits as a re- 
sult. On the other hand, the index of 
wholesale and other prices advanced 
only very modestly during the period. 
In September, 1941, it stood at only 113 
(1913=100) against 93 in 1933. An 
extensive system of rationing nearly all 
goods and services among the popula- 
tion has prevented the newly created 
purchasing power from being used. 
And money, if not spent, has no effect 
on markets. Needless to say, the pur- 
chasing of foreign exchange as a de- 
preciation hedge was forbidden, thus 
preventing the appearance of one of the 
strongest features of inflation. 


The Bull Market (1932-1937) 
In the middle of 1932 the deflation in 


Germany had reached its bottom. Since 
then an upward movement developed 
partly as a natural reaction to the great 
postwar depression, partly under the 
influence of work-creating measures 


(Arbeitsbeschaffung). In ‘this period 
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the money in circulation expanded from 
RM 5.480 Mill. in May, 1933, to 6,812 
Mill. in May, 1937; commercial bills 
discounted by the Reichsbank increased 
from RM 5352.2 to 71.0 billion and sav- 
ings from 50.7 to 80.8 billion. 

The trend of the industrial shares 
faithfully reflected this expansion; the 
index of security prices (1926=100) 
rose steadily from 50.3 in 1932 to 102.6 
in 1937. In September of that year 
the monthly index reached its peak at 
105. 

The movement of stock exchange 
prices during the five-year period 1932- 
1937 had obviously nothing to do with 
the inflation in the strict sense of the 
word. It was just a bull market—com- 
parable to the bull markets in other 
parts of the world at that time. Its 
background was the reflationary move 
of the world economy which was com- 


pleted by the end of 1937. 
The Bear Market (1937-1939) 


It is not generally realized. that the 
German Stock Exchange witnessed a 
genuine bear market from April, 1938, 
until July, 1939, in the course of which 
the index fell back to 91.7. At first 
sight. it appears rather paradoxical that 
a bear market could have developed at 
that time. 


For the increase of the money in cir- 
culation was particularly strong from 
1937: between the end of May. 1937. 
and the end of May. 1939, money in 
circulation increased from RM 6.812 to 


10.851 billion. Furthermore. neither 
industrial production nor the flow of 
dividends decreased. On the contrary, 
dividends increased permanently. As 
shown in the following tabulation. 
which also shows the rising tendency of 
vield, larger dividends were paid in the 
face of sinking stock prices: 


Dividends 
(In percentage of the Stock 
nominal capitals) Yields 
a | i 
April. 1938. 6.01 4.32 
Apel, 1999, CBT cccccncsinicccon SSS 


THE BANKERS MAGAZINE 


Various factors contributed to the 
weakness of the stock market. To a 
great but immeasurable extent, it was 
the logical reaction to five years of 
steady rise and to repeated crises in the 
actual “war of nerves.” Secondly, sav- 
ings and idle funds were increasingly 
directed toward the long-term financial 
needs of the Reich and of war indus- 
tries. A third reason was the limita- 
tion of dividend disbursements which 
practically prohibited the distribution 
of more than 6 per cent dividends. Ap- 
prehension about the profit prospects 
and future taxation of dividend income 
is to be considered a fourth factor in 
this connection. Finally, a steady liqui- 
dation from conscripted Jewish prop- 
erty put a pressure on the market com- 
parable to the depressing effect of liqui- 
dation of British funds on the New 
York market, 1939-1941. In any case, 
the government was very much con- 
cerned. In order to strengthen invest- 
ors’ morale, it announced its intention 
of halting the downward trend by al- 
lowing dividend disbursements above 6 
per cent and by abandoning the tax on 
speculative capital gains. 


‘‘There is no prospect of any 
such development in this coun- 
try and there is no speculation 
on such a development. What 
generally is called inflationary 
psychology reveals itself as 
either just bullishness, i.e., an- 
ticipation of rising dividends, or 
a leaning towards hedging idle 
funds against a depreciation of 
purchasing power which un- 
avoidably arises in every cyclical 
upswing. But this is something 
entirely different, for here the 
investor does not disregard the 
question of how far inflationary 
profits will be taxed away. On 
the contrary, he has concen- 
trated on this question—with 
the result that the stock market 
averages have fallen and not 
risen during the last two years.”’ 
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The German Bear Market, 1937-1939, 
shows and confirms one thing very 
clearly—forgotten by those who, dur- 
ing the last year, prophesied perma- 
nently rising stock prices in this coun- 
try. An inflationary environment does 
not guarantee a bull market if it is 
counterbalanced by deflationary factors. 


The German War Boom of the Second 
World War 


Shortly before the outbreak of the 
war, in July, 1939, a new bull market 
began and raised the index of shares 
steadily from 91.7 to 146.4 in Septem- 
ber, 1941. The development of this war 
boom is not quite easy to explain. 
Whereas, in the first World War, the 
attitude of the German Government was 
decidedly favorable to war profits, now 
there is a prevailing tendency to take 
profit out of war to the greatest pos- 
sible extent. Excess profit taxation is 
very heavy. Ceilings exist for dividends. 
For some time, it is true, industrial cor- 
porations sought to evade these restric- 
tions by splitting up their share capital 
and surrendering the split-up shares 
without cost to the holders—thus dou- 
bling the yield of their investment. But 
those practices were soon prohibited. 
In any case, the chances for expanding 
dividends are very small. 

But if the cause of this boom is not 
the hope of rising dividends, what is? 
First, a real “inflation psychology” of 
the type of the second phase of the great 
German inflation seems to have arisen. 
This is not astonishing. The German 
people have a good memory of what 
happened during the first inflation. The 
average German capitalist distrusts the 
monetary policy of the Nazis in spite 
of all the propaganda explaining that 
this time it will not recur. Since there 
is no outlet in commodity or foreign ex- 
change purchases, they have entered the 
stock market—the only free and unreg- 
ulated market. Just as they did in 
1922, they prefer shares of corpora- 
tions, which own large “real values”; 
in purchasing such “shares, they are 
again speculating on a revalution of 
the corporations’ assets after the end 
of the inflation. 


Second: up to the beginning of the 
war, manufacturers and merchants were 
able to replace their inventories as soon 
as they were sold, and their machinery 
as soon as it was used. From the out- 
break of the war, when Germany was 
cut off from the world supply, replace- 
ments were no longer possible. Thus, 
enormous amounts of idle money ac- 
cumulated in their hands. These manu- 
facturers and merchants formed an en- 
tirely new group of potential buyers of 
stocks; among them, the big corpora- 
tions especially began to buy “back their 
own shares on a large scale. for this 
seemed a better investment of their idle 
cash than government bonds. The pres- 
sure of the idle funds finally became so 
strong that the yield of shares went 
below the 314 per cent which the Reich 
is paying on her loans. The govern- 
ment attempted to stem this development 
by announcing steps which would force 
industrial corporations to invest a large 
part of their liquid funds in public 
loans and would prohibit advances on 
stock holdings. When stock prices fell 
9 per cent at the beginning of October, 
1941, on this announcement, the gov- 


ernment calmed investors’ apprehension, 
apparently to avoid the cropping up of 
“unfavorable sentiment.” 


The government seems to have been 
only too successful. After this reaction 
—the extent of which is not known due 
to lack of official figures—the inflation- 
ary psychology seems to have revived 
and to have taken on a measure which 
appears most dangerous to the German 
authorities. On June 5, 1942, the Reich 
Ministry of Economy issued a decree 
requiring holders of stocks and bonds 
purchased for speculation or investment 
to sign over their holdings to the Reichs- 
hank and accept in compensation Reich 
Treasury bonds. Whatever the mean- 
ing of this sweeping ordinance may be, 
it points among other things to the 
fear of the German Government of an 
inflationary boom in the stock market. 
If so, it is to be considered not only a 
rather crude measure of fighting infla- 
tionary psychology but also of rather 
doubtful effect on the investor’s senti- 
ment. The decree acknowledges namely 
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a serious state of investors’ distrust into 
the efficiency of managed economy and 
currency. 


Conclusions 


From the foregoing discussion, one 
conclusion is obvious. No parallel 
whatever can be drawn from the first 
German Inflation, 1914-1923, to present 
conditions in the United States, and any 
prediction of a boom based on such an 
alleged parallel must be entirely wrong. 
The first German inflation was a unique 
occurrence and is not likely to repeat 
itself. In reality, it was not a monetary 
inflation but a monetary revolution, and 
the main reason it could develop was 
that neither the government nor the lead- 
ers of the Reichsbank had the slightest 
idea of the working of inflation or of 
the means of curbing it. In contrast 
to the governments of today, they 
were absolutely “inflation-unconscious.” 
Furthermore, the inflation developed in 
a relatively free economy, with only 
mildly controlled foreign exchange mar- 
kets, with daily fluctuating and rising 
quotations for foreign currency, and with 
ample possibilities for the flight of cap- 
ital. Today we are living everywhere 
in economies with managed currencies 
and strictest controls as to the movement 
of capital. 

Of more actual interest are compari- 
sons with the development in Germany 
since 1932. 

First, there is the fact of the bear 
market, 1937-1939. It proves, as men- 
tioned above, that inflationary tendencies 
cannot only be compensated, but can 
even be over-compensated, by other 
factors, with bearish effect. 

Second, there is the fact that since 
1932—and, incidentally, also since 1914 
—not less than seven years have passed 
from the beginning of an inflationary 
monetary policy until the inflationary 
boom began. Many, overlooking these 
two facts. have turned bullish on com- 
mon stocks in the United States since 
1939. 

As to the German war boom since 
1939, we explained that the main causes 
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were two-fold. We referred, first, to the 
formation of an inflation psychology, 
i.e., the indifference to the earnings of a 
near future and the speculation on the 
break-down of the entire monetary and 
tax system which would leave revalua- 
tion profits untaxed to the holders of 
common shares. There is no prospect 
of such a development in this country 
and there is no speculation on such a 
development. 


What generally is called inflationary 
psychology reveals itself as either just 
bullishness, i.e., anticipation of rising 
dividends, or a leaning toward hedging 
idle funds against a depreciation of pur- 
chasing power which unavoidably arises 
in every cyclical upswing. But this is 
something entirely different, for here the 
investor does not disregard the question 
of how far inflationary profits will be 
taxed away. On the contrary, he has 
concentrated on this question—with the 
result that the stock market averages 
have fallen and not risen during the last 
two years. 

We mentioned, secondly, the pressure 
of idle funds deriving from liquidation 
of unreplaced inventories and machin- 
ery. But in contrast to the German, the 
American producer and merchant have, 
for the time being at least, their choice 
of purchasing commodities or other 
goods instead of securities. Neverthe- 
less, the rationing of goods and the in- 
creasing inability to secure replacements 
could develop bullish tendencies on the 
American stock market. 
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Improved ... 


Statements of Condition. 


REALIZE that, with few exceptions, 

Statements of Condition have been 

the only financial statements distrib- 
uted by banks in the past. But although 
I shall offer some suggestions relating 
to Statements of Condition in this dis- 
cussion, my principal objective will be 
to attempt to convince my readers that 
certain supplementary statements should 
be made available to the public in the 
future. 

It is generally recognized by account- 
ants that it is necessary to use a Balance 
Sheet, an Income Statement and a Sur- 
plus Statement to summarize the many 
thousands, hundreds of thousands or 
millions of individual business transac- 
tions of an organization in such a man- 
ner that they may be reasonably compre- 
hended. 

The conventional Balance Sheet, 
which is identical with the bank State- 
ment of Condition, shows the financial 
position of the organization at a partic- 


It is important, in their own 
interests, that banks’ should 
make available to the public 
more information about their 
operations than are revealed in 
conventional Statements of Con- 
dition as now published. This is 
the thesis of the accompanying 
article which is based on the 
author’s recent talk to the New 
York State Bankers Association. 
Mr. Nisley is associated with 
Arthur Young & Company, ac- 
countants and auditors, New 
York, 


By Warren W. Nisley 


ular moment of time. Broadly speak- 
ing, the Income and Surplus Statements 
are an overall summary of the operating 
transactions which have resulted in the 
financial position shown by the Balance 
Sheet. The banks constitute one of the 
very few important segments of our eco- 
nomic system which have thus far failed 
to adopt generally the use of published 
Income Statements to summarize the 
results of their operations. This is par- 
ticularly noteworthy because the credit 
departments of banks have been an im- 
portant influence in developing the use 
of Income Statements by other commer- 
cial and industrial organizations. 

In his annual report for 1941 the 
Superintendent of Banks of New York 
State said “there has long been a need 
for some plan under which all banks 
would furnish their shareholders with 
full information about earnings. Per- 
haps this will be done only if and when 
it becomes a requirement of statute. It 
is a matter worthy of consideration by 
the Legislature.” Commenting on this 
statement. an editorial in the New York 
Times of January 24, 1942, says, “But 
it should not be necessary for the banks 
to be compelled by law to make franker 
and more intelligent reports to their 
stockholders. It should be possible for 
them to get together and agree among 
themselves upon a uniform type of re- 
port.” 

I agree wholeheartedly with the sen- 
timents expressed in the aforesaid quo- 
tations from Mr. White’s report and the 
Times editorial, although I do not be- 
lieve it is essential for each bank to use 
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exactly the same form of Income State- 
ment that is used by all other banks. 
In view of the approximate similarity of 
the business conducted by all banks, 
reasonable uniformity of reporting is 
desirable, but the important thing is 
that there should be adequate disclosure 
of the operating results in some form 
in the financial statements. I do not 
mean to imply that such disclosure will 
reveal anything except that bank officers 
and directors generally are doing an ex- 
cellent job during these lean and most 
difficult times in the banking business. 
But there is danger that their motives 
may be misunderstood, and that the final 
result may be detrimental to their best 
interests. if the banks continue to remain 
out of step in this matter. It seems in- 
evitable that all American business will 
have to exist in what might be described 
as a “gold fish bowl” type of economy 
in the future. Disclosure, to all forms 
of competitive and antagonistic inter- 
ests, of all of the details of operation of 
a particular business would introduce 
problems which would make it impossi- 
ble to operate in an economic system 
based on individual enterprise. But 
that it is practicable to disclose an over- 
all summary of the operating results 
has been proven in many other fields of 
business over a long period of time. 
The banks should, therefore. abandon 
their traditional procedure and start at 
the earliest possible date to publish to 
the world at regular intervals the re- 
sults of their operations, in reasonably 
summarized form. 


Suggested Changes 


Before making any suggestions for 
changes in the form now generally used 
for the Statement of Condition, it may 
be well to recall that this form has been 
developed by the various regulatory 
agencies largely to provide a medium 
whereby the depositors can be assured 
that the bank is a safe storehouse for 
their money because there are adequate 
assets for meeting deposit liabilities and 
there is a “cushion” of capital, surplus 
and undivided profits besides. The Fi- 


nancial Statements which I am discuss- 


ing must meet that objective also, but 
they are also intended to show the stock- 
holders the results of the management's 
use of the funds held on deposit, as well 
as of the capital funds. My remarks, 
therefore, should not be construed as any 
criticism of the form of Statement of 
Condition, now in general use, for the 
purpose for which these statements are 
now intended. 

I think the Statements of Condition 
would be more informative from the 
stockholders’ viewpoint if they contained 
the following information which is fre- 
quently not given: 

1. The basis of the carrying value 
for all securities owned should be 
shown, and, except for the stock of Fed- 
eral Reserve Bank and possibly for 
U. S. Government securities, the approx- 
imate aggregate market value, based on 
current quotations, should be given. 

2. Reserves against security carrying 
values and against loans or mortgages 
should be shown as separate deductions 
from the assets to which they apply in- 
stead of showing only a net amount for 
each asset as is usually done. When- 
ever complete periodic fiancial state- 
ments are issued. the aggregate charges 
and credits should be given for the pe- 
riod from the date of the last preceding 
financial statement for each such reserve 
account, as well as for any reserves for 
contingencies, etc., carried on the liabil- 
ity side of the statement. Such changes 
in the reserves may be shown on the 
face of the Statement of Condition by 


‘‘The banks constitute one of 
the very few important segments 
of our economic system which 
have thus far failed to adopt 
generally the use of published 
Income Statements to sum- 
marize the results of their oper- 
ations. This is particularly 
noteworthy because the credit 
departments of banks have been 
an important influence in devel- 
oping the use of Income State- 
ments by other commercial and 
industrial organizations.’’ 
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a footnote, or if necessary, by a sepa- 
rate reserve statement. 

3. The original cost of banking prem- 
ises and the provision to date for nor- 
mal depreciation and for special write- 
downs should be shown separately in- 
stead of as a net figure. If there is any 
material amount of other real estate, 
corresponding data should be given for 
it. In that connection, it would be de- 
sirable to indicate on the statement the 
portion of a building used for banking 
purposes if the “banking premises” is 
an office building of which a large part 
is rented to others. 

4. The number of shares of capital 
stock or the par value per share should 
be shown. This is necessary to enable 
the shareholder to determine readily the 
proportionate interest in capital. surplus 
and undivided profits applicable to his 
shares and to compare this amount with 
the market’s current appraisal of the 
value of his stock. 


5. The surplus account should indi- 
cate the amount of surplus paid in as 
well as the aggregate amount, if any, 
which has been transferred from Undi- 
vided Profits. 

The foregoing additional data should 
be shown on Statements of Condition 
issued separately in answer to calls by 
the regulatory authorities as well as 
on those issued with complete periodic 
financial statements. The only excep- 
tion would be the charges and credits 
to the reserve accounts which might be 
shown only when complete statements 
are issued. The amount of each reserve 
account should, however, be separately 
stated at all times. 


Annual Reports 


I do not think it would be necessary 
to use anything more than the State- 
ment of Condition for advertisements in 
publications, but a complete set of finan- 
cial statements, including a Statement 
of Condition, an Income Statement, an 
Undivided Profits Statement and a Re- 


serve Statement, should be issued at 
least annually and preferably semian- 
nually. Narrative operating data in the 
annual report of the Chairman of the 


Board or of the President could supple- 
ment the Income Statement, but should 
not replace it. Income Statements 
should be issued in comparative form, 
as should the Statements of Condition 
and Undivided Profits Statement issued 
with the periodic reports. 

Time does not permit of a full dis- 
cussion of the accounting principles 
upon which the computation of the net 
income for the period, as shown by the 
Income Statement, should be based. The 
difficult items, of course, are investment 
security profits and security losses or 
write-downs and loans charged off and 
the recoveries thereon. Since securities 
are purchased for investment and not 
for profit on turnover, and since recent 
experience, at least, has frequently not 
resulted in aggregate net profits over 
a period of years, my own preference 
in a case in which security profits were 
realized first would be to carry such 
profits directly to a clearly disclosed re- 
serve account, and also to charge subse- 
quent security losses directly to that 
reserve account. 


Security Losses 


Even when security losses are in- 
curred prior to the creation of a reserve 
by credits from security profits or by 
charges to the Income Statement dur- 
ing prior periods, I would prefer to 
have a provision for the necessary re- 
serve in the Income Statement of the 
period in which the losses are incurred 
and to charge the actual loss to the 
reserve account. Since experience shows 
that there will be losses on loans in ex- 
cess of recoveries thereon over a period 
of time, and that there are likely to 
be net losses over the long pull on secu- 
rity investments, it would be desirable 
to make an annual charge in the In- 
come Statement and a corresponding 
credit to the corresponding reserves to 
provide for such net losses in the future 
in addition to providing for those which 
have already accrued. The amount of 
this additional provision would be in 
the discretion of the officers and direc- 
tors after considering all of the facts. 
In any event, the Income Statement 
should be so arranged that it shows 
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clearly the results of operations for the 
period before considering this type of 
transaction. 

As a starting point, the following 
form of Income Statement might be 
considered : 


Gross Income 
Interest on U. 
Securities ... 

Interest and dividends on other 
investment securities owned... 
Interest on loans and discounts... — 

Interest on real estate, bonds and 
mortgages 

Net income on real estate owned 
(excluding premises used for 
banking .. — 

Fiduciary fees and other i 


Government 


Total 


Operating Expenses 

Salaries of officers and employes. .¢ 

Interest paid ... 

Rent and/or operating 
premises used for banking 

Federal Deposit Insurance Corpo- 
ration Levy ... 

Other operating expenses exclusive 
of taxes based on net income... 


Total 


Net Profit before Income Taxes. $———-— 
Deduct: Taxes based on income —— 


Net Income for period on regular 
operations o— 


Deduct: Provision for Reserve 
for Losses on Loans and Secu- 
rity Investments (Note 1)... —— 


Balance transferred to Undivided 
Profits $ 


Note (1) See Reserve Statement for fur- 
ther information as to security profits, 
losses and writedowns, and loan charge-offs 
and recoveries during the period. 


In view of the increasing importance 
of Federal taxes based on income, and 
of the fact that security profits and 
losses and loan charge-offs and recov- 
eries frequently have an important ef- 
fect on the income tax payable, it is 
desirable that some disclosure be made 
of the effect of transactions of this kind 
during the period on the income tax 
payable on the income of the period. 
This may be done in a number of ways 
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**T do not think it would be 
necessary to use anything more 
than the Statement of Condition 
for advertisements in publica- 
tions but a complete set of finan- 
cial statements, including a 
Statement of Condition, an In- 
come Statement, an Undivided 
Profits Statement and a Reserve 
Statement, should be issued at 
least annually and preferably 
semiannually.”’ 


which there is not time to discuss here 
in any detail. A simple method of dis- 
play in the income statement, if the 
total income tax is $1,000,000, of which 
$200,000 results from security profits 
transferred directly to the reserve, would 
be the following: 
Deduct: Taxes based on income 

Total income tax for period. . .$1,000,000 

Less: Portion applicable to secu- 

rity profits charged to security 


investment reserve 200,000 


$800,000 


An allocation of income taxes in this 
manner would not be necessary or de- 
sirable unless the amounts involved were 
large enough to affect the income state- 
ment materially if the full income tax 
payable were charged thereto. 

The Statement of Undivided Profits, 
which would correspond to the conven- 
tional Surplus Statement in the financial 
statements of commercial and industrial 
concerns would ordinarily reflect only 
the credit for the transfer of the net 
income from the Income Statement and 
the charge for dividends declared. 
There might, at times, also be other 
items, such as, (1) credits for transfers 
from reserves for securities and loans 
which were found to be excessive due 
to recoveries, security profits, etc.; (2) 
charges for transfers to such reserves 
due to losses larger than anticipated 
by the provisions made by charges in 
the Income Statement; (3) charges for 
transfers from Undivided Profits to Sur- 
plus, etc. 





Auditing the.. 


Trust Department 


NY discussion of “Auditing the 

Trust Department” presupposes two 

conditions. The audit program 
must be designed with full appreciation 
of the character of trust business gen- 
erally and of the institution in particu- 
lar, and the audit personnel must have 
considerable legal and financial knowl- 
edge or guidance if saitsfactory results 
are to be achieved. 

Fundamentally, an auditor’s duties 
seem to fall into four general classes: 

A. To safeguard and control assets. 

B. To verify and control liabilities. 

C. To verify and control income and 
expenses. 

D. To improve operations, effect 
economies and forecast operating re- 
sults by means of special studies and 
reports. 

In the application of these duties to 
the Trust Department, they must con- 
cern themselves with three types of 
functions, each of which is usually fur- 
ther subdivided into personal and cor- 
porate aspects. These functions are: 

1. The liquidation of estates. 

2. The administration of trusts and 
guardianships. 

3. The performance of agencies. 


Some of the problems involved 
in maintaining proper audit 
control of the Trust Department 
are discussed in the accompany- 
ing article which is based on a 
talk given at the recent Phila- 
delphia conference of bank 
auditors. 


By Edwin P. Neilan 


Associate Trust Officer, Security 
Company, Wilmington, Del. 


Trust 


We all understand that in each of 
these functions the Trust Department 
is clothed with express, implied and 
inherent powers and charged with simi- 
lar duties and responsibilities, none of 
which may apply alike to any two ac- 
counts within the department. And 
with this fundamental background, let 
us attempt to explore the application of 
the auditor’s duties to these functions. 

Apply specifically the first general 
class of auditor’s duties to the Trust 
Department. It is the auditor’s duty to 
safeguard and control the assets at the 
inception of the account, during admin- 
istration, and until properly disposed 
of at the termination of the relationship. 


Control of Assets 


Control of assets at the inception of 
an account may be achieved in _ per- 
sonal trust relationships somewhat as 
follows: In the liquidation of estates, 
an auditor is present at the opening of 
safe deposit boxes of decedents to make 
an independent inventory of the items 
therein, or if this is not possible, the 
assets received are checked against the 
inventories required by the probate and 
tax authorities. In trusts under will, 
the assets received may be checked 
against the executor’s final account; in 
trusts under agreement, the assets 
should be listed as part of the agree- 
ment and verified with the trustor inde- 
pendently. In guardianships, the pe- 
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tition to the court should cite the prop- 
erty of the ward for which a guardian 
is needed, while in agencies the agree- 
ment should record the assets whites the 
auditor should verify with the princi- 
pal independently. 

Control of assets at the inception of 
a corporate account follows similar 
methods. In the liquidation of busi- 
ness estates, where the Trust Depart- 
ment may be assignee for creditors, re- 
ceiver or trustee in bankruptcy, verifi- 
cation may be made with the official 
records of the company or with the 
court records in the particular case. 
In trusts and agencies, verification of 
assets received may be made directly 
with the company which has created 
the relationship. 

Control of assets once reduced to pos- 
session is largely a question of a good 
system of vault records, prope arly fol- 
lowed up and checked. “In and out” 
tickets to record the daily transactions 
must be subject to audit scrutiny to 
verify the proper delivery of each item 
and to see that adequate funds are re- 
ceived in the proper account, in case of 
sale or that delivery is made pursuant 
to the instrument under which the item 
was held and proper receipt and _ re- 
lease is given for each item. All items 
should clear promptly and any excep- 
tions to the rule must be checked care- 
fully. 

The auditor must check also carefully 
on the termination of any account to be 
certain that assets have been delivered 
as required to the proper parties in ex- 
change for the necessary receipts and 
releases. 


Control of Liabilities 


The second general class of auditor’s 
duties applied to auditing the Trust De- 
partment are the most troublesome. 
namely, those concerned with verifying 
and controlling liabilities. Although 
the Trust Department i is liable to return 
or account for the assets received i 
each individual trust account, asset con- 
trol properly exercised makes this lia- 
bility of little concern to the auditor. 
The real difficulties arise in the liabili- 
ties which accrue out of the duties and 
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responsibilities inherent in each trust 
relationship. Consider these duties ac- 
cording to the type of function in the 
department. 

In the liquidation of personal estates, 
the trust department is charged with 
the responsibility of securing the proper 
authority from the probate courts. It 
must assemble, safeguard and liquidate 
the assets; advertise and solicit for 
claims which it may accept, reject or 
adjust by compromise; pay the ac- 
cepted claims and expenses in the 
proper order of priority and distribute 
the balance to the parties entitled to it 
in accordance with the instrument or 
with the law. No unusual liabilities 
arise unless the department fails to as- 
semble the assets, neglects to safeguard 
them, or delays in liquidating them, and 
by its failure, neglect or delay, subjects 
the particular estate to unnecessary loss. 
Liabilities may arise also from the ac- 
ceptance and payment of improper 
claims; the payment of inferior claims 
or charges to the detriment of superior 
or prior ones, and by distributions to 
the wrong parties. 

In the liquidation of business estates, 
similar conditions attain. The depart- 
ment must perform parallel functions, 
obtaining its authority, however, from 
the assignment agreement, or from the 
appointment by the bankruptcy court. 
What can the auditor do to verify and 
control these unusual liabilities? 

First, the auditor should insist that 
the department’s procedure is sound 
and that all parties handling such ac- 


‘Fundamentally, an auditor’s 
duties seem to fall into four gen- 
eral classes: 

‘‘A. To safeguard and control 
assets. 

**B. To verify and control lia- 
bilities. 

**C. To verify and control in- 
come and expenses. 

““D. To improve operations, 
effect economies, and forecast 
operating results by means of 
special studies and reports.’’ 





“‘The duty to keep and ren- 
der accurate accounts receives 
constant audit attention. One 
of our larger companies in this 
area checks all entries through 
the cash ledgers to the asset rec- 
ord, where a continuous record 
is available. Photostats of these 
cash ledgers render the same ac- 
curacy to other beneficiaries. Of 
course, where special forms of 
court acccounts are required, the 
audit staff should see that checks 
are provided or that the ac- 
counts actually are checked by 
the audit division.’’ 


counts are familiar with their duties 
and the requirements of the law as to 
the order in which claims are to be paid. 
Need | interpolate the thought that the 
auditor must know this law also? 

Second, a form of account review or 
recapitulation should be adopted to 
show the assets and claims, and indicate 
the progress made in settlement. This 
form should be submitted to the Trust 
Committee not less than three months 
after the acceptance of the account, and 
every ninety days thereafter, to the au- 
ditor for review. The auditor should 
check with particular attention the ef- 
fort devoted to disposing of perishable 
goods, brokerage accounts and collat- 
eral loans, all of which are volatile in 
nature, and from which most liabilities 
arise. Dr. Austin Scott of Harvard is 
fond of stating that the case books are 
full of surcharges in which the executor 
has been held liable for losses as a re- 
sult of not selling soon enough, but that 
there is no single case to his knowledge 
in which the executor has been held lia- 
ble for losses because of selling too soon. 

Turn now to the problem involved in 
verifying and controlling the liabilities 
arising out of the administration of 
trusts and guardianships. The Ameri- 
can Law Institute lists some sixteen basic 
duties of a trustee, of which the first is, 
of course, the duty to administer the 
trust. 

Once an account is accepted, the de- 


partment has the duty to administer it 
according to the terms which the in. 
strument imposes, or if the instrument 
is silent on particular duties or terms, 
then in accordance with the accepted 
practice. Investment provisions are 
paramount, and if investments are lim. 
ited to mortgages, no other investment 
may safely be made without court ap- 
proval or written direction of all bene- 
ficiaries. If the instrument limits in- 
vestments to legal securities, none others 
should be made. Should such invest. 
ments be made in assets which do not 
comply with the terms of the instrument, 
the investment is made at the depart- 
ment’s peril and if loss ensues, the lia- 
bility falls on the department. The 
auditor may control these liabilities in 
either of two ways. The preferable 
method is a record of all accounts in 
which investments are restricted to 
legals and a record of all accounts with 
special restrictions. All new invest- 
ments in these accounts are checked to 
the legal list or to the special restric- 
tion to make certain that the investment 
is proper. The other method involves 
checking the periodic reviews of each 
account or spot-checking gnoups of ac- 
counts from time to time to determine 
that all purchases lify. The disad- 
vantage of this second method lies in 
the lapse of time which gives greater 
opportunity for losses to occur. Other 
administrative duties such as provisions 
requiring the payment of certain taxes 
or building and loan dues, or life in- 
surance premiums, the neglect of which 
may involve losses and liability must 
be subject to special attention. Tickler 
systems are useful to the auditor in 
keeping these items under control. 


Loyalty to the Trust 


Another duty, that of absolute loy- 
alty to the trust, is important also. 
Many institutions have in the past sold 
their own assets, usually mortgages, to 
trusts. Many others retain considerable 
amounts of their own stock in trusts. 
While the good faith of the trust de 
partment is seldom questioned, the di 
vided loyalty which these conditions 
entail may result in liabilities. No 
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IOWA LAW REVIEW 


announces the publication of a 


SYMPOSIUM ON SECURITY 


Containing the following articles: 


. Depication by Percy Borpwe.Lu 
. Foreworp by Jonn HANNA 


. CHATTEL SeEcurRITY TRANSACTIONS AND 
THE ConFiict oF Laws by GeEorGE 
STUMBERG 


4. OBSERVATIONS ON THE LAW oF Sus- 
SuretysHip by GerHart Hussein 


. TENDER AS RELATED TO SECURITY TRANS- 
actions by Joun WicKHEM 


3}. Derenses oF A PrincipaL AVAILABLE TO 
A Surety by Iowa Law Review Boarp 


oF EpitTors 


. Mortcace Recetversuips in Iowa by 
Iowa Law Review Boarp or Epitors 


ORDER NOW 
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‘‘In recent years, trust cost 
accounting has received consid- 
erable attention. The auditor 
has been encouraged to assume 
responsibility for making cost 
analyses, time and motion studies 
as a basis for program of work 
flow, forms or routine in the 
trust department. Research as 
a basis for trust policies and ac- 
tivities has been added to the 
burden of responsibilities, al- 
ready heavy, in trust audit 
work.’’ 


institution would sell a mortgage to a 
trust today, but where such items exist 
from previous years, the auditor must 
keep constant vigilance over them to 
see that they receive special attention 
until paid or distributed. As to stock 
of our institution, the auditor should 


control this item by special reports de- 
signed to remind the investment divi- 
sion and the trust committee of the di- 
vided interest which it may represent 
and encourage the disposition of such 


shares. 

The duty to keep and render accurate 
accounts receives constant audit atten- 
tion. One of our larger companies in 
this area checks all entries through the 
cash ledgers to the asset record, where 
a continuous record is available. Photo- 
stats of these cash ledgers render the 
same accuracy to other beneficiaries. 
Of course, where special forms of court 
accounts are required, the audit staff 
should see that checks are provided, or 
that the accounts actually are checked 
by the audit division. 

Liabilities arising from the duty to 
preserve the trust property invite the 
auditor to consider the condition of 
assets, particularly mortgages. Peri- 
odic reports on tax delinquencies or 
mortgages which fail to qualify for trust 
investment, with emphasis on_ those 
which are not being amortized, appear 
desirable. 

The duty to make trust property pro- 
ductive requires the audit procedure to 
include reports on any principal bal- 


ances available for investment and un- 
invested for more than a reasonable pe- 
riod of time, possibly ninety days in 
most departments. Reports or surveys 
of non-income-producing real estate, 
stocks, defaulted bonds, and delinquent 
mortgages are all desirable to avoid 
and control liabilities which might arise 
otherwise. 

The duty to deal impartially with 
beneficiaries requires the audit of prin- 
cipal and income items to assure that 
they are properly segregated, together 
with verification of accruals when one 
life estate terminates to be succeeded by 
another. 

The third main class of the auditor’s 
responsibilities is that of verifying and 
controlling income and expenses. Com- 
missions should be controlled as to 
source, rate and recurrence. Controls 
would seem to require a minimum divi- 
sion into five groups: executor and ad- 
ministrator fees, termination fees as 
non-recurring, personal trust income 
commissions, corporate trust commis- 
sions and special fees, such as mortgage 
service charges and income tax charges. 
A system devised to furnish information 
on a comparative basis both as to 
source, year, and similar institutions, is 
desirable, if available. 


Special Studies 


The fourth class of responsibilities 
of the auditor involves special studies 
and reports designed to improve opera- 
tions, effect economies, and forecast op- 
eration results. 

In recent years, trust cost account- 
ing has received considerable attention. 
The auditor has been encouraged to as- 
sume responsibility for making cost an- 
alyses, time and motion studies, as a 
basis for program of work flow, forms 
or routine in the trust department. Re- 
search as a basis for trust policies and 
activities has been added to the burden 
of responsibilities already heavy in 
trust audit work. 

One western company’s audit staff 
has made studies of trust income, group- 
ing its results as to size of income re- 
ceived with the results serving as 4 
basis for adjusting fees. The same 
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audit department made a study of pro- 
bate records for ten years to advise the 
management of its relative success in 
general and with competing trust com- 
panies. This same staff makes an an- 
nual check of security afalyses to see 
that every trust investment is covered 
and the report noted in the minutes of 
the appropriate committee. 

Other audit staffs have tabulated sales 
and purchases of trust investments by 
type of investment authority to give the 
management a picture of its actual in- 
vestment policy. In our own company, 
our auditor receives a copy of the trust 
committee’s minutes, which he follows 
up to see that the actions directed are 
carried out. 

Larger audit departments control and 
check the progress of trust litigation. 
Monthly summaries of common fund 
composition are verified to assure the 
management that investments do not ex- 
ceed the authorized percentages or 
amounts. One audit staff “test” checks 
changes of address. reports on trust 
beneficiaries, the sequel to a defalca- 
tion involving forged receipts. and 
releases on assets delivered to a changed 
address. 

Other audit staffs “test” check trust 
mortgages with the county recorder’s 
ofice to guard against satisfaction be- 
ing entered while the original papers 
remain in the trust. 

The usefulness of special studies and 
reports as a measure of the ability of 
management is intriguing also. For ex- 
ample. the success of the trust depart- 
ment in liquidating decedents’ estates is 
of interest to the management. How 
can the auditor gauge this success? 

Frankly, there is no accurate answer, 
although the number of estates which 
remain open more than a normal pe- 
riod is indicative. Assuming that 18 
months is a normal period. and that 90 
per cent of all estates can be liquidated 
in that period, it would seem that if 
estates under administration over 18 
months exceed 10 per cent of the num- 
ber accepted over a three-year period. 
the administration of this phase of trust 
work needs attention. Perhaps a spe- 
cial study of such a situation might save 
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the institution future embarrassment, or 
result in a more equal distribution of 
the responsibility. 

A study of the sales of non-legals in 
legal accounts per year related to the 
total value of such items and the aver- 
age length of time which they have been 
held may indicate strength or weakness 
in investment policy and _ practice. 
These are only suggestions of methods 
which an ingenious trust audit staff may 
pursue in assisting its management to 
improve results and avoid liabilities. 

A number of years ago, Herman 
Ludescher, Vice-President of the Manu- 
facturers & Traders Trust Company in 
Buffalo, initiated a program of intelli- 
gent trust auditing. Similar methods 
of approach have been outlined by Fay 
Mewborn, Auditor of the First Na- 
tional Bank of Atlanta, Ga., and Robert 
Urian, Auditor of the St. Louis Union 
Trust Company. St. Louis, Mo.. in two 
Graduate School of Banking theses on 
the subject. Either of these theses may 
be borrowed from the American Bank- 
ers Association. 


BANK ACCOUNTING AND 
AUDIT CONTROL 


JAMES E. POTTS 


Auditor, First National Bank, Boston 


This book is a study of accounting 
and audit control as applied to bank- 
ing. It starts with a typical state- 
ment of a large bank. This is broken 
down into a more detailed list of ac- 
counts account is then 
traced back to the transactions which 
gave rise to it. In doing so the ac- 
counting procedure involved is studied 
and also the audit control factors 
which may be applicable in each case. 


$4.00 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 
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An Investment Policy for 


Commercia 


ANKS whose deposits are unduly 

high in relation to capital funds 

now have an _ opportunity to 
strengthen that ratio. Without lowering 
present dividend rates, or without rais- 
ing outside capital, they can improve 
the ratio; or, by increasing earnings and 
adopting a more liberal dividend pol- 
icy, they can pave the way for raising 
outside capital. 

In the past several years, almost all 
banks with high deposit-capital ratios 
have maintained an exceptionally high 
degree of liquidity, a situation resulting 
in safety for the depositors and low 
dividends for the stockholders. This 
policy was necessary since prevailing 
low interest rates had forced Govern- 
ment bond prices to such heights that 
banks investing in long-term govern- 
ments were subject to the grave risk of 
market depreciation if interest rates 
should rise. At the same time, the yield 
on Treasury bills was often less than 
085 per cent, a yield inadequate to pay 
the FDIC assessment on deposits. 


The author of the accompany- 
ing article is assistant professor 
of banking and finance at the 
University of Southern Califor- 
nia. He received a Ph.D. from 
the University of Illinois in 1939 
and is the author of a number 
ef articles on banking and cur- 
rency subjects. In this article 
he discusses commercial bank 
investment policy in the midst 
of a war economy. 


been lowered in 


| Banks 


By Kenneth L. Trefitzs 


Recently, however, important changes 
have occurred. Short-term interest 
rates have increased until the yield on 
three-month taxable Treasury bills now 
stands at .368 per cent. Since the Fed- 
eral Reserve banks stand ready to buy 
these bills at a fixed rate of *g per cent, 
a bank can thus increase its earnings 
and at the same time maintain a high 
degree of liquidity. In other words, 
earnings need not be sacrificed for 
liquidity. 

At present, a bank may also more 
prudently than in the past invest a 
greater percentage of its primary re- 
serves in short-term Treasury issues, be- 
cause: first, legal reserve requirements 
being now at their maximum, it is obvi- 
ous that the Federal Reserve authorities 
are following a plan of easing credit 
for the member banks (although excess 
reserves still exist, rediscount rates_haye 
ten Federal Reserve 
banks this year, with the, result that a 
uniform rate of 1 per cent now prevails 
throughout the system); third, it ap 
pears “likely either that reserve require: 
ments may be reduced by approximately 
one-fifth or that the classification of the 
central reserve cities—i.e., New York 
and Chicago—will be changed to re 
serve cities, thus automatically reducing 
the legal reserve requirements there on 
demand deposits from 26 to 20 per cent. 


Federal Reserve Policy 


While every banker must give grave 
consideration to what the Federal Re- 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, June 30, 1942 


RESOURCES 
CasH AND DUE FROM BANKS ...... « « « o $2,137399,12683 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED ed . ee ee a ee ee 


STATE AND MUNICIPAL SECURITIES . .......6- 86,783,596.12 
STocK OF FEDERAL RESERVE BANK ...... +. - 6,016,200.00 
OTHER SECURITIES Wee. eS 

Loans, DiscouNTS AND BANKERS’ ACCEPTANCES 

BANKING HovsEs ea ee ee ee eee 

OTHER REAL ESTATE Se ee ae ee ee 6,878,110.34 
Mor TGAGES ot ae a AD ee ah SS Ge ee Se ae 8,043 ,652.52 
Customers’ ACCEPTANCE LIABILITY . . . 1. « 2 « « -« 4,041 ,384.63 
CO RS i RS eR SS a 2 es 9,039,843.76 





$3,869,463 ,740.13 


LIABILITIES 
CaPITAL FunDs: 
CapitaL StocK ..... . «- ~ ~ $100,270,000.00 
Sowee. 6 ewe . . « 100,270,000.00 
UNDIVIDED PROFITS . . .. . + « « 40,799,654.82 





$ 241,339,654.82 
DIvipEND PAYABLE AvGusT 1, 1942... ...-..-. 5,180,000.00 
Resenve Pon CONTINGENCIES . 0. 2. 1 se se ew es 11,509,712.71 
RESERVE FOR TAXES, INTEREST, ETC.. . . . 2. 2 2 « 3,836,521.78 
DEPOSITS oe ee ee ee ee ee ee ee ee 
ACCEPTANCES OUTSTANDING oe ee 4,625,177.35 
LIABILITY AS ENDORSER ON ACCEPTANCES AND FOREIGN BILLS 768,076.80 
Cee BI a ee ee SS ee 6,753,566.13 





$3,869,463 ,740.13 


United States Government and other securities carried at $427,742,675.70 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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‘‘The methods of control now 
vested in the Treasury and 
Board of Governors (of the 
Federal Reserve System) make 
it appear most improbable that 
for some time to come the price 
level of Government securities 
will change from where it is to- 
day. Actually, the avowed pol- 
icy of the Treasury and the Fed- 
eral Reserve System, according 
to public releases and as veri- 
fied by past actions, is to sta- 
bilize LONG-TERM money rates 
at present levels.’’ 


serve authorities may do, he should 
hesitate to make radical departures from 
sound, established policies merely in 
anticipation of their actions. At pres- 
ent, however, there is little question 
about their attitude. The Federal Re- 
serve authorities have definitely indi- 
cated their attitude toward short-term 
interest rates; the Treasury’s policy of 


borrowing in the short-term market is 


firmly established. The banker with 
excess liquidity desiring to increase in- 
come can most assuredly take advan- 
tage of such opportunities to invest 
larger amounts than heretofore. 

Two protections against a risk exist. 
First, the established rate of the Fed- 
eral Reserve makes a ready market to 
which the banker can quickly turn. 
Second, with frequent offerings to 
choose from, he can easily space ma- 
turities so that he will be able to take 
advantage of other opportunities as they 
appear. If, for example, a bank should 
find that the demand for loans under 
Regulation V is greater than antici- 
pated, the necessary changes in its poli- 
cies can be made in order to take ad- 
vantage of the higher rates on guaran- 
teed war loans. 

A further significant move of the 
Board of Governors of the Federal Re- 
serve System was its ruling that Fed- 
eral Reserve banks may make advances 
both to member banks and non-member 
banks on their promissory notes se- 
cured by direct obligations of the 


United States for periods not exceed- 
ing ninety days. Previously, such loans 
had been granted to member banks for 
only fifteen days, to non-member banks 
for ninety days. 

Being able to obtain advances up to 
ninety days at a rate of 1 per cent on 
Government bonds, banks need one 
more assurance before they will be 
prone to buy more longer ter1a govern- 
ments with higher yields—the assur- 
ance that long-term interest rates will 
not so increase as to force down the 
price. As a matter of fact, the methods 
of control now vested in the Treasury 
and Board of Governors make it ap- 
pear most improbable that for some 
time to come the price level of Gov- 
ernment securities will change from 
where it is today. Actually, the avowed 
policy of the Treasury and the Federal 
Reserve System, according to public 
releases and as verified by past actions, 
is to stabilize long-term money rates 
at present levels. Indeed, it is un- 
thinkable that the Federal Reserve au- 
thorities or the Treasury would permit 
the price of Government bonds to fall 
at a time when it is necessary that they 
borrow billions in the market. Under 
such circumstances, a bank may safely 
shift a proportion of its investment ac- 
count into long-term governments and 
thus enhance its earnings. Maturities 
should be spaced to meet the require- 
ments of each particular bank. 


Interest Rates 


Though changes in long-term interest 
rates cannot be anticipated, the Federal 
Reserve authorities and the Treasury 
have permitted—indeed, encouraged— 
short-term rates to rise to a point which 
they feel is sufficiently high to interest 
the country bank in Treasury bills. 
Now, undoubtedly, if this rate proves 
to be attractive enough to all, it will 
be stabilized. Such a statement is predé 
cated on the recent action of the opem 
market committee in buying something 
less than $1,000,000,000 in bills im 
order, as they express it, “to stabilize 
the market.” 

Although the existing rate of .36 
per cent on three-month Treasury bills 
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“‘The buying policy of the 
Federal Reserve assures the li- 
quidity and reduction of risk of 
Treasury bills, while holders of 
long-term governments are safe- 
guarded by the recently adopted 
policy of ninety-day advances 
against all Government securi- 
ties, as well as by the fact that 
both the Federal Reserve au- 
thorities and the Treasury must 
support the market for all Gov- 
ernment securities.’’ 


appears very low, it must be noted that 
this is .25 per cent higher than the 1941 
average. The importance of a small 
increase in return on the earning assets 
can be more readily appreciated when 
it is pointed out that such an increase 
last year of 14 of 1 per cent on the 
earning assets of the New York banks 
would have increased their current net 
income by from 20 to 60 per cent. The 
higher the actual net return on earning 
assets, the lower the percentage increase 
in net income. With a large percentage 
of assets as earning assets, the actual 
increase in earnings would have been 
even greater. 


In summary, it must be pointed out 
that banks should not sacrifice liquidity 
in the interests of higher earnings; the 
safety of depositor’s | funds should be 
given first consideration. The fact is, 
however, that banks can more profitably 
maintain the same degree of safety and 
liquidity: first, by holding Treasury 
bills at higher yields than formerly 
prevailed: second, by buying long-term 
governments with reasonably “spaced ma- 
turities. The buying policy of the Fed- 
eral Reserve assures the liquidity and 
reduction of risk of Treasury bills, 
while holders of long-term governments 
are safeguarded by the recently adopted 
policy of ninety -day advances against 
all Government securities, as well as by 
the fact that both the Federal Reserve 
authorities and the Treasury must sup- 


port the market for all Government 
securities. 
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The Practical Operation 
of a 
Small Bank’s Credit 


Function 


By 
JOHN WETZEL 
Comptroller, 


The Bayside National 
Bank, Bayside, N. Y. 


ERE at last is a book on bank 

credit procedure for the use of 
smaller banks. In writing it the 
author had in mind the small 
interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive officer and one or two clerks. 


It is intended to be a manual of 
operations—a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 
agement practices and able to 
stand the test of bad times with a 
minimum of loss. 


Send for a copy on 5 days’ 
approval and judge for yourself its 
every-day usefulness in your bank. 


Price $1.75 delivered 


eel 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank's Credit Function” by John Wet- 
zel. At the end of 5 days I will either 
remit $1.75 or return the book. 
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The May 6th 
Revisions of Regulation W 


GREAT deal has happened since the 

issuance of Regulation W, which 

became effective on September 1. 
This instrument of selective credit con- 
trol in contrast with the general or broad 
measures of credit control such as open- 
market operations, adjustments in bank 
reserve requirements and the rediscount 
rates of the Federal Reserve banks, was 
a new type of credit control, and the 
Board of Governors of the Federal Re- 
serve System recognized the need to pro- 
ceed cautiously. 

As a result, at the outset only the arti- 
cles were included which competed most 
directly with what was then known as 
our defense program, for raw materials, 
plant capacity, and skilled labor utilized 
in the production of consumers’ durable 
goods. Likewise the maximum matu- 
rity and down-payment provisions of the 
Regulation were well in keeping with 
accepted trade practices and standards 
in the fields covered. 

The Board, however. outlined in the 
foreword to the Regulation that changes 
would be made from time to time as 
experience and changing circumstances 
might warrant. Changes were made in 
the form of various amendments, the 
most important of which was Amend- 
ment No. 2. This amendment affected 


A discussion of the new May 6 
revisions of Regulation W will 
be found in the accompanying 
article which is based on the au- 
thor’s recent address before the 
annual convention of the Ken- 
tucky Bankers Association. 


By Stephen Koptis 
Head, Consumer Credit Division, Federal 
Reserve Bank of St. Louis 


banks primarily because loans of $1,500 
and less for the purpose of purchasing 
a listed article became subject to the 
maximum credit value limitations of the 
Regulation, and loans for the purpose 
of making down payments on listed arti- 
cles were prohibited. 

Amendment No. 3 broadened the pro- 
visions of the Regulation by adding to 
the list of articles and by lowering the 
maximum maturity and increasing the 
down-payment requirements on a num 
ber of the articles covered. 

Since the inception of the Regulation, 
the danger of becoming directly im 
volved in the war has become a reality. 
We all know what war has meant to the 
industrial life of the nation. The entire 
facilities of such industries as automo- 
bile, aircraft, rubber and shipbuilding 
have been reserved for war production. 
Other industries have had to convert a 
major portion of their production to war 
work, and the remainder to supply e 
sential civilian needs. 


Effect of the War 


The war has also had a profound ef- 
fect upon the economic life of the ne 
tion. As a result of the huge war 
expenditures, the national income has 
increased to the highest level in our his 
tory. Thus, the general public has more 
money to spend than ever before at 4 
time when after war needs are filled 
there is only a limited amount of goods 
left for civilian consumption. 
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It has been estimated that during 1942 
-at the present rate of increase—indi- 
vidual income will total $117 billion in 
1942. Of this amount, approximately 
$31 billion will be saved or will accrue 
to the Government in taxes, and $86 
billion will be available to be spent. It 
has been further estimated that the sup- 
ply of goods and services for civilian 
use will total approximately $69 billion. 
Demand in 1942, unless limited, will 
therefore exceed supply by $17 billion. 
While these are, of course, general esti- 
mates, they forcibly illustrate that a 
large portion of purchasing power must 
be diverted from spending to taxes and 
savings. We cannot have $86 billion 
of buying power competing for $69 bil- 
lion of civilian goods and services with- 
out inflationary consequences. 

In this respect it is the intent and pur- 
pos? of Regulation W to help gauge or 
to dampen consumer demand in keep- 
ing with decreased production. The 
Regulation in serving this purpose be- 
comes a part, if but a supplemental 
part, of the broad Government mone- 
tarv and fiscal policies designed to curb 
inflation. 

The entire program embraces taxa- 
tion, direct borrowing from the public, 
rationing, price fixing. and other regu- 
latory measures. In compliance with 
that part of the President’s special mes- 
sage to Congress on April 27, in which 
he outlined that in order to keep the 
cost of living from spiraling upward we 
must discourage credit and instalment 
buving and encourage the payment of 
debts, mortgages, and other obligations. 

Regulation W has been revised by 
the Board of Governors of the Federal 
Reserve System to include a comprehen- 
sive list of consumers’ durable and semi- 
durable goods, and to include all types 
of consumer credit whether in the form 
of instalment loans and instalment sales, 
or in the form of charge accounts and 
single-payment loans. 

Let me review for a moment what has 
happened to consumer instalment debts 
in recent months. The all-time peak in 
this debt amounted to about $6 billion 
and was reached last summer. Since 
then, it has declined. In the last four 
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months of 1941 the decline was at the 
rate of nearly $125 million per month, 
and since the beginning of 1942 it has 
been about double this rate. It may 
be expected that the recent rate of de- 
cline in consumer instalment debt—- 
about $250 million a month—will con- 
tinue for several months on the basis of 
the decrease in the supply of consumers’ 
durable goods, and that after that it 
may slacken. 

It is for the purpose of accelerating 
this decline and of preventing expansion 
in other types of credit from offsetting 
it that the Board has imposed further 
restrictions on consumer credit. A pos- 
sible decline in the volume of such 
credit by $3 or $4 billion dollars in the 
next year would absorb a substantial 
part of the additional buying power that 
will come into being, and to that extent 
would reduce the upward pressure on 
commodity prices. Such a decline would 
constitute a substantial contribution to 
the Government’s program to prevent 
an upward spiral in the cost of living. 


Instalment Loans 


With this general background, let me 
cover some of the provisions of the 
Regulation as they apply to instalment 
loans. Instalment loans made for the 
purpose of purchasing listed articles are 
restricted to the so-called maximum 
credit value of the article—the differ- 
ence between the cash price and the 


‘‘Instalment loans not made 
for the purpose of purchasing 
listed articles are restricted to a 
maximum maturity of not to ex- 
ceed twelve months unless the 
proceeds are to be used to reduce 
or retire a charge account aris- 
ing in whole or in part from the 
sale of a listed article, or to re- 
duce or retire a single-payment 
obligation which is subject to 
the Regulation, in which event 
the instalment loan is restricted 
to a maturity of not to exceed 
six months.’’ 





‘A single-payment loan of 
$1,500 or less made after May 6 
may be renewed or extended by 
placing it on an instalment re- 
duction basis over a_twelve- 
month period, calculated from 
the date the original single-pay- 
ment loan was made. But if the 
proceeds were used to reduce or 
retire a charge account arising 
in whole or in part from the sale 
of a listed article, the maturity 
may not be in excess of the date 
the original single-payment loan 
was made.”’ 


required down payment (with adjust- 
ments for trade-ins)—and with regard 
to maturity are restricted to the matu- 
rity applicable to the article purchased 
—twelve months in all instances, with 
the exception of automobiles and mo- 
torcycles. 

Instalment loans not made for the 
purpose of purchasing listed articles are 
restricted to a maximum maturity of not 
to exceed twelve months unless the pro- 
ceeds are to be used to reduce or retire 
a charge account arising in whole or 
in part from the sale of a listed article, 
or to reduce or retire a single-payment 
obligation which is subject to the Regu- 
lation, in which event the instalment 
plan is restricted to a maturity of not 
to exceed six months. 

But no instalment loan of over $1,500 
is subject to the Regulation whether 
made before or after May 6, and re- 
gardless of whether all or a portion of 
such instalment loan of over $1,500 is 
to pay off a previous indebtedness with 
the same or another lender. 

This puts outside the provisions of 
the Regulation loans of $1.500 which 
are secured by listed articles purchased 
within forty-five days prior to the date 
of the loan, which type of loans were 
subject to the Regulation prior to 
May 6. 

If, however, the obligor owes $1,000 
and borrows another $800 on a sepa- 
rate note as a separate transaction, the 


$800 would be subject to the Regula. 
tion. 

Regarding renewals and revisions of 
instalment loans, a renewal or revision 
of a loan which was originally more 
than $1,500 is not subject to the Regu- 
lation even though the balance at the 
time of renewal or revision is less than 
$1,500. 

The principal covering renewals and 
revisions of pre-September | instalment 
loans has not been affected by the revi- 
sion of May 6, in that the first renewal 
or revision of a pre-September 1 loan 
which first renewal or revision is made 
after September 1 may be made on any 
basis followed by the Registrant in the 
ordinary course of his business prior 
to the Regulation. Second and subse- 
quent renewals or revisions of pre-Sep- 
tember 1 loans occurring after Sep- 
tember 1 must comply with the Regu- 
lation. 

Instalment loans originated after Sep- 
tember 1 may be renewed or revised 
provided the terms of renewal or revi- 
sion do not set up terms of repayment 
which would not have been ailowed in 
the first instance—in other words—gen- 
erally speaking—instalment loans made 
up to March 23 may be renewed or re- 
vised for the unexpired portion of 18 
months from the date the loan was 
made. 

Instalment loans originated between 
March 2 and May 6 may be renewed or 
revised for the unexpired portion of 
15 months from the date the loan was 
made. 

Instalment loans made after May 6 
may be renewed or revised for the un- 
expired portion of twelve months from 
the date the loan was made. 

A new extension of instalment loan 
credit which is to be added or consoli- 
dated with an outstanding instalment 
loan may be handled under either of 
two options: 

The maximum credit value limitation 
must be observed in the new extension 
if made to purchase a listed article. 

Under option one, the old outstand- 
ing balance and the new credit are 
treated separately—the terms of the new 
credit are set up in accordance with the 
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provisions of the Regulation and both 
balances may be combined into a con- 
solidated obligation. Under this op- 
tion there is an overlapping of payments 
on the old and new balances. 

Under option two, the old and new 
balances are combined and payments 
must be at least as large as were being 
made on the old outstanding obligation, 
or sufficiently large to pay out the con- 
solidated obligation in twelve months. 


Single-Payment Obligations 


Single-payment obligations are also 
divided as to those made for the pur- 
pose of purchasing listed articles, and 
loans not made to purchase listed arti- 
cles. 

Single-payment loans made to pur- 
chase listed articles are restricted in 
amount to the maximum credit value 
of the listed article as in the case of in- 
stalment loans, but the maximum ma- 
turity is limited to 90 days. 

Single-payment loans not made to 
purchase listed articles are also limited 
to a maximum maturity of not to ex- 
ceed 90 days. 

But no single-payment loan of over 
$1,500 is subject to the Regulation 
whether made before or after May 6. 

A renewal or revision of a single- 
payment loan which was originally 
more than $1,500 is not subject to the 
Regulation even though the balance at 
the time or renewal or revision is less 
than $1,500. 

A single-payment loan made before 
May 6 may be renewed or revised with- 
out regard to the provisions of the 
Regulation. 


A single-payment loan of $1,500 or 
less made after May 6 may be renewed 
or extended by placing it on an instal- 
ment reduction basis over a_twelve- 
month period, calculated from the date 
the original single-payment loan was 
made. But if the proceeds were used 
to reduce or retire a charge account 
arising in whole or in part from the 
sale of a listed article, the maturity 
may not be in excess of the date the 
original single-payment loan was made. 
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Or it may be renewed or extended by 
a series of obligations each of which 
having a maturity not in excess of 90 
days, with an over-all period of not 
more than twelve months from the date 
the original single-payment loan was 
made, provided a reduction of at least 
one-fourth of the original amount is 
made at the time of the first and each 
subsequent 90-day extension. The same 
limitation of six months applies if the 
proceeds were used to retire or reduce 
a charge account arising in whole or in 
part from the sale of a listed article. 

A loan made after May 6, payable 
on demand, is deemed to be due in 90 
days. 


Exceptions 


The Regulation sets out certain ex- 
ceptions to which the provisions of the 
Regulation do not apply. 


Real estate 

Security Loans 

Instalment loans—educational hospital 
Defense Housing 

Credit to dealers 

Fire and casualty insurance loans 
Agricultural loans 

Business loans 

Insurance policy loans 

Loans to schools, churches, etc. 


Seasonal Adjustments 


Provision is made with regard to sea- 
sonal income of the obligor in that an 
instalment loan made to a person whose 
main source of income is seasonal, for 
example, a schoolteacher, who is not 
paid during the vacation months, may 
reduce or omit payments over a period 
or periods of not to exceed four months, 
provided the remainder of the schedule 
is so arranged that the indebtedness 
will be repaid in accordance with the 
other requirements of the Regulation. 

With respect to an extension of in- 
stalment loan credit made to a person 
engaged in agriculture, the maximum 
credit value limitation must be observed, 
however, the credit extended may be 
payable in any amounts and at any 
intervals, so long as the obligor pays 
one-half of the credit extended within 
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The 
Federal Reserve Bank 
of Boston 


By 
JosepH H. TAGGART 


ERE for the first time in book 

form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKBRS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston" 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 


Name 
Bank 


Address 


the applicable maximum maturity; that 
is to say, on a twelve-month obligation, 
ene-half is paid within six months. 

With respect to persons engaged in 
agriculture who receive 75 per cent or 
more of their income in one or two 
seasons of the year, a single-payment 
loan made to such persons may be made 
to mature during the month following 
the month during which most of the 
obligor’s annual or semiannual income 
is received. And with respect to instal- 
ment credit extended to such person, 
an instalment loan may be arranged so 
that the payments will fall due during 
the calendar months during which such 
person received most of his annual or 
semiannual income. However, such ex- 
tensions of credit, whether single-pay- 
ment or instalment indebtedness, shall 
not mature later than twelve months 
from the date on which it was origi- 
nally extended. 

Similar provisions are made with re- 
spect to persons who receive 75 per cent 
or more of their income during one or 
two seasons of the year from such 
sources as investments, trust funds, etc. 


Statements 


The question is asked on many occa- 
sions as to what statements are needed 
to be taken in connection with extend- 
ing instalment loan or single-payment 
credit. 

A statement of the borrower must be 
taken in all extensions of instalment 
loan credit and single-payment credit 
with the exception of renewals or revi- 
sions of such credits, and in connection 
with loans either instalment or single- 
payment, of the type which are exempt 
from the provisions of the Regulation 
such as the list of loans previously men- 
tioned. 

With respect to the loans exempted 
from the provisions of the Regulation, 
provision is made in the Regulation that 
in some of such instances statements 
may be taken setting forth facts relied 
upon to bring the loans within the de- 
scription of an exempted loan, but the 
form of such statements is not pre 


scribed by the Board. 
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Bankers Must Help 


Preserve Purchasing Power 


T is an obligation second only in im- 
portance to winning the war to pre- 
serve substantial purchasing power 

of American dollars, both during and 
after this holocaust. Only by so doing 
will something be saved. 

How shall this be done, and who 
shall do it? Because they are the rep- 
resentatives of the millions of good citi- 
zens who have deposited their savings 
in American banks, it is the sacred duty 
of American bankers to assume a large 
responsibility in this obligation which 
is second only to winning the v.ar. 

Who are these savings people to 


whom I refer? Sometimes we are moved ~ 


to tears by the lamentations of politi- 


cians concerning the sad fate of some - 


unidentified forgotten man. Scarcely 
have they ever pointed out exactly who 
is this forgotten man for whose welfare 
they possess such grave concern. As 
bankers, we know and have identified 
him. He is not a myth. He exists. He 
is among us in flesh and bones—in our 
banks, 46 million in number. He is 
not generally pointed out as being the 
victim of the onslaught if inflation is 
not curbed. He is not noisy or com- 
plaining. On the contrary, the real for- 
gotten men and women have daily re- 
mained inarticulate. They have no or- 
ganization, no pressure group. They 
issue no propaganda. They conduct no 
parades and make no fiery speeches or 
denunciations. They have no banners 
or implements. They have no controls; 
no press. They issue no_ publicity. 
They have no spokesmen, no defenders 
—not even us, the American bankers, 
their trustees. They have no lobby in 
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By Orval W. Adams 


Executive Vice-President, Utah State 
National Bank, Salt Lake City, Utah 


Washington. They are the unknown, 
defenseless savings depositors. Their 
name is legion. They represent the very 
backbone of our citizenship; truly, they 
are the victims and bear the brunt of a 
blundering economy. They represent 
the class of thrifty investors, the men 
and women who, by rigid economies, by 
self-denial, from the sweat of their 
brows, have built up savings accounts, 
accumulated funds in insurance policies. 
It is their money, large and small, in- 
vested in innumerable business concerns 
throughout the land. They have prac- 
ticed self-denial, scrimped and saved in 





Second to winning the war is 
the obligtaion to preserve sub- 
stantial purchasing power of 
American dollars, says Mr. Ad- 
ams in the accompanying article 
which is part of his recent ad- 
dress before the annual conven- 
tion of the Washington Bankers 
Association. 


the hope of providing themselves with 
adequate old age security. It is the 
savings of these people that represent 
the seed corn of a government of free 
men. Something must be saved for 
these people to save them. If they are 
not saved, all of us qre lost. 


A Typical Case 


Not so long ago I was at my desk 
in a savings bank. It was interest pay- 
day. A woman presented her pass book 
at the savings window. She was a 
woman dressed in gingham, with three 


After 


little bashful girls by her side. 
having presented her book for the pur- 
pose of having six months’ interest 
credited to her account, she, with her 
little girls, made her way to the front 
door. As she passed my desk, I stopped 


her and said: “Lady, may I please 
look at your savings pass book?” She 
knew I was an officer and acceded to 
my request. In that book was a deposit 
of $5,000. Some of the principal had 
been withdrawn. By request, she told 
me from whence the $5,000 had come. 
This was her story: Her husband, while 
in the line of his duty as a switchman, 
was killed. He had purchased a life 
insurance policy in the amount of 
$5,000, payable to his wife, the mother 
of his three little girls. This fatherless 
family lived in a rented home. One of 
the girls was six; she was in school. 
The others were younger. The woman 
had drawn some of the principal, as 
well as the interest, and was doing some 
domestic work to conserve as much of 
her savings deposit as possible. Her 
earning ability, plus the $5,000, was all 
in the world she had to provide for 


herself and her three little girls. Imag- 
ine her predicament if through inflation 
this body and soul money should lose 
its purchasing power. The standard of 
living of this little family was depend- 
ent on the preservation of the purchas- 
ing power of this money. Education, 
hospitalization, culture, self-reliance, 
were interwoven in these dollars. 


Money Rights and Human Rights 


All of us have heard the spellbinders 
say that there is no relationship between 
money rights and human rights. Would 
anyone dare take issue with me or you 
that human rights and purchasing 
power in this particular case are not 
one and the same? Is it not logical to 
assume that when purchasing power is 
destroyed so also are human rights? 

Here is another example: A man 
came into the bank. He was 68 years 
old, a bachelor. He had $10,000 saved. 
His accumulations were the result of 
many years of saving a little of his 
earnings. He owned a little home. For 
a living he sharpened saws, repaired 
locks and made keys. I talked with 
him. He told me his life story. At 65 
his arm became affilicted with some kind 
of paralysis. I remember very well his 
having difficulty getting his savings 
pass book out of his inside pocket. It 
was fastened in that pocket with a 
safety pin. He was a thrifty man. He 
prized his self-reliance. Having self- 
reliance, he had accumulated this money 
so that in the days when his earning 


‘Sometimes we are moved to 
tears by the lamentations of poli- 
ticians concerning the sad fate 
of some unidentified forgotten 
man. Scarcely have they ever 
pointed out exactly who is this 
forgotten man for whose welfare 
they possess such grave concern. 
As bankers, we know and have 
identified him. He is not a 
myth. He exists. He is among 
us in flesh and bones—in our 
banks, 46 million in number.’’ 
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power would be lost to him he would 
not become a public charge. He was 
an unassuming fellow. Nobody knew 
that he had any money. 

Would anyone argue with me that 
there were no human rights bound up 
in this body and soul money accumu- 
lated over the years by this independent 
American? 


Thousands of Cases 


There are thousands of such examples 
in the savings banks of this country. 
Practically all of our soldier boys carry 
life insurance, government and _ other- 
wise. Visualize, if you will, the injus- 
tice that would be done to these boys if 
the insurance money so wisely purchased 
should lose its purchasing power 
through uncontrolled inflation. It is 
within the power of government to fore- 
stall such a tragedy. Failure to do this 
would be nothing less than the betrayal 
of a sacred trust. The family of our 
own naval hero, Captain Mervyn N. 
Bennion of Pearl Harbor, and the wife 
and infant son of Captain Colin Kelly, 
Jr., were beneficiaries of insurance 
bought by those heroes of vision. For 
government to play politics and fail to 
provide measures that will preserve the 
stability and purchasing power of these 
insurance dollars, which in many cases 
they sold and collected premiums for, 
would be to break faith with the heroic 
dead. 

Bankers who are not mindful of their 
obligation to fight for the safety and 
preservation of substantial purchasing 
power of the American dollar will most 
assuredly be in violation of their trust. 

The Government must upon all con- 
siderations, not the least of which is its 
own perpetuation, see that it handles its 
finances so that when this tragedy ends, 
the people can have returned to them 
money which they trustfully put into 
its keeping, and the Government must 
see to it not that the money shall be re- 
turned merely in numerically equivalert 
dollars, but in dollars that shall be of 
substantial purchasing power. This 
would be the most ordinary, the most 
common, and in a sense the lowest kind 


‘“‘The Government must upon 
all considerations, not the least 
of which is its own perpetuation, 
see that it handles its finances so 
that when this tragedy ends, the 
people can have returned to 
them money which they trust- 
fully put into its keeping, and 
the Government must see to it 
not that the money shall be re- 
turned merely in numerically 
equivalent dollars but in dollars 
that shall be of substantial pur- 
chasing power.’’ 


of money honesty. Our leaders, with- 
out compromise, must be ready to do 
these things. This representative re- 
publican form of government, as it 
now stands, is the last remaining citadel 
of human rights. We are the most 
blessed and favored of all people. Are 
we willing to maintain and perpetuate 
what we still po but what others 
have lost? What a solemn trust, because 


“Humanity with all its fears, 
With all its hopes of future years, 
Is hanging breathless on thy fate.” 


In the hands of our elected represent- 
atives rests our fate. May they accept 
the trust reverentially, and may we the 
people rally about them in their right- 
eous task. 


Bridgeport City Trust Company, 
Bridgeport, Conn. 
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Investment 


and Finanee 


EpitTep By OSCAR LASDON 








WAR FINANCING AND THE 
COMMERCIAL BANKS 


S of the 1941 year-end, commercial 
Faded banks had capital funds 

of about $5,900,000,000. By mid- 
1943, these institutions are expected to 
hold nearly $53,000,000,000 of U. S. 
Treasury obligations. 

Importance of the growth of Govern- 
ment security holdings cannot be over- 
emphasized. The relation of capital 
funds to Government bond holdings is 
one that bears watching; it shows that 
the soundness of the banking structure 
is now directly dependent on freedom 
from severe fluctuation in the price of 
bank bond holdings. 

Addressing the annual meeting of the 
New York State Bankers Association in 
New York, Adrian M. Massie, vice-presi- 
dent of the New York Trust Company, 
pointed out that the banks, of necessity, 
must adhere to a short maturity sched- 
ule. A five-year average maturity of 
Government obligations, he noted, would 
afford adequate protection for the bank- 
ing structure against a moderate change 
in interest rates. 

Over the past ten years, educational 
work carried on in connection with bank 
investments and bank portfolio opera- 
tions has stressed both the necessity and 
desirability of following a sound port- 
folio program—with the average bank 
operating on a_ schedule of evenly 
spaced maturities running from one to 
ten years, or an average maturity of 


about five years. Of course, differences 
in capital structures of individual insti- 
tutions, as well as dissimilar operating 
conditions, necessitate modifications of 
this general policy to meet specific cases. 
While banks with limited capital, or 
those operating in the larger cities, need 
their maturities spaced within a period 
of one to five years, others with ade- 
quate capital structures, or deposits of 
a static nature, can afford to assume a 
policy of longer maturities stretching 
from one to ten years. 

But considering the bank investment 
problem as a whole, there is every rea- 
,son why the Treasury should formulate 
a policy of financing that will fit the 
pattern established by banking practice. 
After all, it is directly in the Treasury’s 
interest to see that banks are kept in a 
sound position; the latter must stand 
behind the Treasury as underwriters of 
the increasing national debt—the major 
portion which cannot be immediately 
absorbed by the public. 

Mr. Massie called attention to the 
suggestion of D. K. Pfeffer, vice-presi- 
dent of the National City Bank, New 
York, that the Treasury issue a series of 
one to ten-year serial maturities—with 
each subscribing bank taking a tenth of 
its allotment in each of ten maturities 
of a marketable issue, any part of any 
maturity being salable independently. 
Such a serial spreading of maturities 
would make it possible for banks and 
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other buyers to set up a progressive 
schedule of spaced maturities. 

Individual banks might obtain a 
greater flexibility through some slight 
modifications of the plan recommended. 
For example, some banks follow a pol- 
icy of buying only one to five-year ma- 
turities. Others are interested in one to 
ten-year issues, while others prefer still 
longer term securities. 

One can hardly expect the Treasury 
to restrict the maturities, to be offered 
to commercial banks, to a period of one 
to five years. Because of the large vol- 
ume of financing remaining to be ac- 
complished, such a procedure would not 
constitute sound fiscal policy. Further- 
more, from an institutional viewpoint, 
in view of the low money rates prevail- 
ing for one to five-year paper, it would 
be difficult for many of the smaller banks 
to earn enough from such a distribution 
of holdings to maintain a sound earn- 
ings position. 

On the other hand, on a schedule of 
one to ten-year maturities, with approxi- 
mately even amounts comi.g due in each 
year, banks could finance their sha 
the budgetary deficit for sever 
They would be able to keep i 
condition even in the event 
cent rise in the interest r 
maturities. 
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result in a 8 denniaten of marke 
value. He pointed out, however. that 
“If a bank continued to hold its posi- 
tion, this depreciation would be com- 
pletely eliminated by the gradual re- 
demption of the various serial maturi- 
ties at par. If the average maturity is 
short enough, say five years, a group of 
directors is much more likely to vote to 
retain the holdings during unfavorable 
market periods than they would if the 
maturities were of long duration. This 
has been demonstrated time and again 
during the panicky periods of the ‘Jast 
ten years. This program will be so big 
that if the market becomes nervous and 
bankers get frightened and sell out, the 
losses could be very costly. While a 
one to ten-year policy will not give as 
good a return as a policy of longer ma- 
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turities, it seems to work very well over 
periods of good and bad market condi- 
tions. The cost of money to the Treas- 
ury would also be less than on longer 
maturity bonds.” 

The forthcoming expansion of bank 
credits will be based primarily on Gov- 
ernment bond purchases by the commer- 
cial banks. Accordingly, some modifi- 
cation of the old concept of limiting 
assets to about ten times capital funds 
becomes necessary. 

Banks presently have ample capital 
funds to provide a safe margin against 
assets other than cash and Governments. 
Therefore, any criticism of banks for 
holding too much in the way of assets 
in relation to their capital funds only 
reflects a lack of understanding as to 
what the banks are doing to assist the 
war effort by purchasing Government 
bonds. Everyone concedes, observes 
Mr. Massie, that it is unfortunate that 
we have to go through this period of 
bank expansion on Government bonds. 
But inasmuch as it cannot be avoided, 
it must be handled with intelligence and 
ding. The capital position of 

« small under the old 
Ut, with be adequate if the 
m is robleu is hana adroitly. The com- 
f Mr. Maggie’s address ap- 
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Legislation introduced by Represent- 
ative Henry B. Steagall provides for the 
elimination of Federal Deposit Insur- 
ance Corporation assessments on Gov- 
ernment deposits held by member banks. 

When commercial banks purchase 
Government obligations they may either 
accept a reduction in their reserves or, 
in the alternative, accept Government 
deposits. Like any private deposits, 
Government balances are subject to 
FDIC assessment. 

Elimination of the assessment on Gov- 
ernment deposits will make the latter 
more desirable; bank reserves will be 
raised substantially as the result of 
crediting the Treasury’s account on the 
banks’ own books; the market for 


1942 : 45 





Treasury issues will also tend to be 
broadened. 

Another proposal in Mr. Steagall’s 
bill would give the Federal Reserve 
banks the authority to reduce or in- 
crease reserve requirements for Central 
Reserve City banks’ without having to 
alter the requirements for Reserve City 
banks and Country banks. Thus, the 
tightening in the reserve positions of 
New York City and Chicago banks will 
be eased. 

Some banking authorities are of the 
opinion that the Federal Reserve banks 
are already vested with the power to 
regulate reserve requirements by groups 
of banks. To make sure of this, how- 
ever, the present bill was introduced. 
The legislation specifically states, how- 
ever, that reserve requirements cannot 
be lowered below the levels that were 
in effect when the Banking Act of 1935 
became law, nor can they be increased 
by more than twice the amount of re- 
serve requirements then in force. 


A third section of the bill is designed 
to relieve bank directors from liability 
should their banks extend loans while 
reserves are temporarily deficient. 
Strict construction of present regula- 
tions makes bank directors liable and 
the loans illegal, even though caused by 
temporary factors corrected within 24 


hours. 
© 


POST-WAR OUTLOOK 


When the war is over, we may expect 
spending waves similar to those which 
occurred after World War I. This is 
the prediction of Arthur Upgren, chief 
of the National Economic Unit of the 
Department of Commerce. 


In this connection, Mr. Upgren out- 
lined the following expenditure cycles 
which occurred after the first interna- 
tional conflict: 


1. Vast expenditures in plants and 
equipment, particularly in 1919. 

2. Purchases and shipments of huge 
quantities of goods to Europe, in the 
amount of about $5 billion. A large 
proportion of these shipments repre- 
sented agricultural products and such 


demands seriously affected farm areas 
by encouraging overexpansion. 

3. Residential 
1929, 

4, Consumers’ durable goods buying 
wave in 1926. 

5._ Extensive investment in producers’ 
durable goods in 1929, 

Generally speaking, some repetition 
of this experience may be expected. 
However, it should be realized that 
forthcoming investments will largely be 
confined to the production of plants, 
equipment and goods to make up pres- 
ently accruing deficiencies. Then, after 
these requirements are satisfied, we will 
face the problem of adjusting our econ- 
omy to replacement needs. 

Mr. Upgren also cited a number of 
favorable and unfavorable factors which 
will be operative when the war ends. 
On the cheerful side, national income 


housing boom in 


-will have been at a high level and there 


will be a great need for all types of 
goods. Also to be considered are the 
facts that consumer debt will have been 
drastically reduced and that heavy sav- 
ings accounts and war bond investments 
will provide a financial cushion. 

On the other hand, however, we will 
have a high rate of taxation—although 
there should be a moderate reduction 
from 1943 level. Industry may also 
lack a liquid position and there is the 
possibility of a temporary decline in the 
national income, due to the reconversion 
of plant facilities to non-military uses. 

An exceedingly optimistic attitude 
toward the future is taken by Thurman 
W. Arnold, Assistant Attorney General 
of the United States. Mr. Arnold de- 
rides all fears of a post-war depression 
and believes that the nation is on the 
verge of a new industrial age—one in 
which light metals, plastics and chemi- 
cals will predominate. 

This is Mr. Arnold’s logic. With un- 
restricted production of light metals, 
he expects the whole price structure to 
be lower and anticipates that the con- 
sumer’s dollar will buy more. His faith 
in the future takes on an almost glowing 
aspect when he forecasts, “Millions of 
jobs will be created by the unleashing 
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of this new productive capacity which 
can be exchanged for full production on 
the farm.” 
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NAZI ECONOMIC CONQUEST 


German military conquest of Europe 
has been accompanied by a wholesale 
confiscation of everything of immediate 
use to the German war machine, as well 
as the application of an entirely new 
system of invisible and permanent loot- 
ing, according to Ernest Hediger, eco- 
nomic analyst of the Economic Policy 
Association. 

Germany has imposed tremendous so- 
called “occupation costs” on conquered 
countries, and has exacted other heavy 
financial tribute. Thus, keeping the 
vestige of legality, it has forced van- 
quished nations to finance Germany’s 
own purchases. It has thus succeeded 
in saddling the cost of the war on its 
victims. 

It is Mr. Hediger’s opinion that the 
material wealth accumulated by Ger- 
many during the last three years has 
already paid for three years of war 
preparation. He observes that the $500 
million reparations which was asked of 
Germany under the Young Plan is only 
“a drop in the bucket” when compared 
with the $4,500,000.000 which the Nazis 
now exact as tribute every year from 
occupied Europe. 

It is conservatively estimated that 
Germany exacts about 15 billion reichs- 
marks annually from conquered terri- 
tories. Inasmuch as German civil ex- 
penditures annually total some 38 bil- 
lion reichsmarks, any reduction in Ger- 
many’s loot from its occupied countries 
would seriously reduce military expend- 
itures, in addition to resulting in a sub- 
stantial curtailment of the German 
standard of living. 

As of the end of September, 1941, the 
number of foreign laborers “employed” 
in Germany (exclusive of war prison- 
ers) amounted to 2,139,553 men and 
women. This number has been aug- 
mented considerably since last fall and 
will have to be raised to a much higher 
figure if the needs of the German war 
machine are to be met. 
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= BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting: procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


CONOMIC changes in Washington 
E are keeping pace with the new 

concepts of all-out war. Banking 
is bearing its share. As the first six 
months passes in which America has 
been engaged in the world conflict, the 
impact on banking processes grows 
sharper, more distinct. 

Marriner S. Eccles, Chairman of the 
Federai Reserve Board, during testi- 
mony before the House Banking and 
Currency Committee, cited the patriotic 
efforts of the banks, indicating that with 
their income decreasing, they were 
faced with losses from revenue which 
even the interest from increasing hold- 
ings of Government bonds will not com- 
pensate. 

The bankers of America, the record 
here shows, have, without hesitation, 
thrown the full impact of their institu- 
tions behind America at war. They 
began with intensive selling campaigns 
for war bonds from which they obtained 
no revenue. They spent freely of their 
money to make this selling effective. 
With the imposition of Regulation W 
affecting consumer credit, they began 
dispensing with this profitable new busi- 
ness. Furthermore, they codperated in 
cutting down personal loans whenever 
possible. 

During the past month, Chairman 
Eccles, with the endorsement of the 
Treasury, the Office of Price Adminis- 
tration, the Securities and Exchange 
Commission, and other financially in- 
terested groups, again asked the bank- 
ers of America to codperate through sac- 


rifice. This was in the broader field of 
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restricting lines of credit used in the 
purchase of goods by stores. The aim 
is to curtail mounting inventories of 
consumer goods with a desire to spread 
out available materials for longer pe- 
riods which, in turn, decreases the de- 
mand upon manufacturers to produce. 
These various steps, as they are fol- 
lowed, aid in price control, in warding 
off inflation, help in the campaign to 
purchase more savings bonds and meet 
tax bills. 

The nation which has long been tak- 
ing their bankers for granted, after lis- 
tening to many official and unofficial 
blaming of the fraternity, are now cog- 
nizant of their loyalty to war aims. And 
this is the kind of loyalty that rates 
higher than the highest credit marking, 
extending even to the loss of income. 
This is sacrifice of a high order in a 


specialized field. 


The Manpower Problem in Banking 


Another aspect of banking’s problems 
these days concerns employment. The 
military draft is beginning to cut deeply 
into bank personnel. The plans of the 
Manpower Commission will go even 
further. A recent poll of a cross-section 
of banking showed that they desired no 
special treatment for themselves or for 
examiners. Nevertheless, many men 
employed in the nation’s banks are es- 
sential to the war effort. These are the 
specially trained employes in the bond 
and investment departments. Many of 
them have borne the heavy responsi- 
bilities in selling to the public and in 
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puying for their own institutions the 
Government securities. Whether it will 
be possible that special recognition will 
be given these men is now under study 
as the banks survey, through question- 
naires, their employment difficulties un- 
der the draft. 

While there are definite needs for 
bankers in helping their customers in 
meeting loan demands tied to produc- 
tion of war materials for the Army and 
Navy and Maritime Commission, there 
is the growing possibility that banks 
will be asked to play a prime role in 
rationing programs. There are care- 
fully conceived plans to utilize the ma- 
chinery of the banks in handling ra- 
tioning coupons, broadly similar to the 
way they have handled the food stamps. 
Should this program be accepted, the 
banks would find that their mechanical 
equipment in office machinery would be 
further taxed, although faced with dif- 


ficulties in securing new equipment. 
Legislation 
The foregoing are but the highlights 


of the banking picture in Washington 
during the last few weeks. They by no 


means cover the survey. Pending legis- 
lation such as the Soldiers’ and Sailors’ 
Civil Rights Bill, which has passed the 
House but is yet to be acted upon by 
the Senate, will require careful consid- 
eration of all credit instruments affected 
by men called into the service, and even 


the endorsements of such instruments. 
Organized banking appeared before the 
committee, voicing fears, making sug- 
gestions. Some of the latter were ac- 
cepted. Actually, no one clearly knows 
just how far-reaching such a law will 
react upon American economic life tied 
closely to banking processes. 

The Murray Bill, for setting up the 
Smaller War Plants Corporation, is now 
law. It carries provisions beyond the 
scope of its name in that it practically 
removes the ceiling on the making of 
Government guaranteed loans for war 
purposes. It also blankets in all in- 
sured banks, for possible naming by the 
Treasury, of depositories and financial 
agents of the Government. 
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In this latter aspect, some insured 
state non-member banks may be called 
upon by the Treasury to set up branches 
inside of military camps and posts to 
aid in handling the funds of military 
officers and enlisted men. Here, again, 
has the broader aspects of war moved 
outside of the general field of chartered 
banking. 

The Treasury has long had the right 
to designate national banks to act as 
depositories and financial agents. This 
designation has never seemed especially 
important since the advent of deposit 
insurance. Prior to that time, it was 
not infrequent that banks would adver- 
tise that they were depositories of the 
Government, indicating by implication 
that they were strong and well man- 
aged. 

Now, this authority of law is being 
used to aid in handling the extremely 
large volume of money needed in meet- 
ing Army and Navy pay rolls and in 
central reservoirs for paying funds due 
under production contracts. Army 
camps of thousands of men have cre- 
ated financial problems for post ex- 
changes and for adjacent banks which 
must take care of funds which the ex- 
changes receive or need. Furthermore, 
the men in camps have desired to han- 
dle funds for their families or for their 
business left behind. 

To meet this need, the Comptroller 
of the Currency supported a bill which 
Senator Prentiss Brown, Michigan, 
guided through the Senate empowering 
the Comptroller to designate branches 
of national banks for military areas. 
The measure, however, was drawn so 
broadly that it immediately brought ad- 
verse criticism, especially by independ- 
ent bankers, who feared that branches 
of banks would be established across 
state lines, thus breaking down the dual 
banking system. The House Banking 
Committee plainly indicated that it had 
no intention of passing along the Brown 
military branches bill. This situation 
gave support to the Treasury’s plan. 

The Treasury has indicated, however, 
that it is not seeking to disturb the 
status quo of American banking in pro- 
viding facilities at Army camps. Ar- 
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rangements in each case will be with 
local banks, including consultation with 
state bank associations and _ banking 
commissioners. The cost of these serv- 
ices furnished by the banks will be off- 
set by Treasury 2 per cent depository 
bonds. 

Treasury sources indicate that the 
branch banks which will be located 
within the Army camps will be expected 
to provide the following type of serv- 
ices: 1. Paying and receiving facilities 
for Army personnel, ‘post exchange 
funds and similar routine needs; 2. 
The furnishing of cash to finance offi- 
cers for pay rolls and like needs; 3. 
Acceptance of deposits of finance off- 
cers to the credit of the United States 
Treasurer; 4. The selling of War Bonds 
and Stamps. The foregoing services 
will be provided without cost. In addi- 
tion, the banks may sell cashier’s checks 
and bank money orders, charging their 
usual fees therefor. 


Federal Reserve Act Amendments 


There is still another development 
in the banking field with broad aspects, 
The Federal Reserve Board has spon- 
sored three amendments to the Federal 
Reserve Act, Section 12A. These pro- 
posals, which will probably be accepted 
by Congress, would change the repre- 
sentation of the Federal Reserve banks 
on the Federal Open Market Committee 
beginning with the term of March 1, 
1943. The New York Federal Reserve 
Bank, which now is paired with Bos- 
ton, would always be represented, plac- 
ing the Boston bank with a regrouping 
including Philadelphia and Richmond. 
The Cleveland and Chicago banks 
would be paired; the Atlanta, Dallas 
and St. Louis banks and the Minneap- 
olis, Kansas City and San Francisco 
banks. Only a president or vice-presi- 
dent would be eligible to serve. 

The second proposed change would 
amend Section 19 so as to _ permit 
changes in reserve requirements within 
the limitations of the present law of 
member banks in central reserve cities, 


reserve cities, and the so-called country 


bank classes. This would make it pos- 
sible to change reserve requirements of 
member banks in central reserve cities 
(New York and Chicago) without 
changing requirements for all banks. 

The third change would clear up an 
interpretation of the law which some 
courts have interpreted differently by 
striking out the proviso which prohibits 
member banks from making new loans 
or paying dividends while reserves are 
deficient, retaining in the law, however, 
the power of the Reserve Board to pre- 
scribe penalties for deficiencies in re 
serves. Certain courts have ruled that 
bank directors are liable if loans are 
made at a time when reserves are lower 
than prescribed, even during a single 
day. This has led New York banks es- 
pecially to maintain unusually large re- 
serves which has sometimes caused them 
to sell Government securities. The 
Board feels that the courts have over- 
looked the basic intent of the law, and 
the amendments would clarify the situ- 
ation. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Bank Libraries 


Among the means of training clerks 
for superior offices, we give a high rank 
to the formation cf a library of banking 
books to which the v‘iole of the estab- 
lishment shall at all times have access. 

It is unnecessary to prove that books 
on banking must be useful to those who 
are engaged in the business of banking; 
but everyone who is thus employed has 
not the means of purchasing a library, 
nor is it necessary. The same book 
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may be read by a hundred persons, and 
impart as much information to each as 
if he were the only reader. To peruse 
a collection of books is, therefore, the 
most efficient and the most economical 
means of imparting knowledge to the 
present and future members of a bank- 
ing establishment; and as the bank will 
derive great advantage from the knowl- 
edge thus diffused among its officers, 
it seems only just, as well as kind, that 
the library should be supplied at the 
expense of the bank. 


50 YEARS AGO 
July, 1892 


The Bankers Magazine . . 


A Bank Officer’s Day 


Let us briefly follow the observing, 
careful and constructive bank officer 
and note his daily movements. 

As a rule he is at the bank by or be- 
fore 8 o’clock in the morning to see that 
the employes are at their stations and 
the bank in readiness for the day’s busi- 
ness at the hour of opening. He must 
be there to open the safe, and in this he 
may be likened unto the hour hand of 
the clock, for he must come with equal 
regularity as comes the pointing hand 
of the time for opening. He is respon- 
sible for this being done and at the 
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exact hour. During business hours he 
must be vigilant and ever mindful that 
human fiends are abroad, who stop not 
even at the extremity of taking human 
life; that, clothed in the garb of re- 
spectabilitvy, they come as forgers, de- 
frauders, thieves, murderers and _rob- 
bers, by day as well as by night. He 
must have a care that his bank is always 
fortified to resist, and at no time left 
with less than two men present, if pos- 
sible, no matter if a late dinner is the 
result; never take unnecessary chances. 
He never stops calling the attention of 
his subordinates to this fear, and reiter- 
ating it to them, instructing them to 
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carefully scrutinize the approach of 
every stranger that enters the bank. 
Robberies by day are always to be 
thought of and kept in mind and 
guarded against, and for this reason he 
must never allow large amounts of cur- 
rency to be brought from the safe, ex- 
cept it is to be paid out immediately, 
and when it accumulates during the 
business hours, to have it stored in the 
safe. For these safeguards and prac- 
tices he is responsible. 

He must know that the notes and bills 
due that day have been colllected, and 
remittances made to owners, as prompt- 
ness in these matters is what holds cus- 
tomers in their business lines as well 
as confidence. He is responsible for 
these proper business methods. He 
must see that the unpaid paper is, if 


necessary, protested to hold endorsers 
or acceptors, for if this is overlooked 
or neglected, his bank is liable through 
his negligence. 

This business over, he must not go 
out to drive or chat at the corner, 
Though the business of the day is over, 
responsibility has not ceased. He must 
see that the books are written up and 
the cash balanced therewith, and de- 
posited in the safe. 

Finally, as he is ready to leave, he 
must take a careful look to see if by 
any negligence or oversight of employes 
books or paper of value are left outside 
that should be in the vault, and, to be 
doubly sure, step in the vault and see 
that the safe is locked and the time 
clock on. 


25 YEARS AGO 


The Bankers Magazine . . 


The Way to Peace 

Prior to the sixth of last April the 
Imperial German Government had the 
opportunity of keeping on a peaceful 
basis with the United States, sorely as 
our patience had been tried by the series 
of outrages of which that government 
had been guilty. We only asked a dis- 
avowal and reparation for the most 
heinous of these acts and reasonable as- 
surance that they would not be repeated. 
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This request Germany refused and con- 
tinued its policy of sinking our ships 
without warning. Then we declared 
war. There was no other way, as 
President Wilson so impressively said. 

Now that we are in the war there is 
one main problem to consider—to bring 
our enemy to a state of mind where he 
will accede to the peace terms which 
will satisfy this Government and _ the 
nations with whom we are now in vir- 
tual alliance. 


The way to this peace—and the only 
way—is through the stern pathway of 
war. And to this conclusion must all 
of us come who have not already reached 
it. 

The time for discussion of what might 
have been, and for diplomatic ex- 
changes, has gone by. We are now 
face to face with the stern realities of 
war, and these must be met in the man- 
ful way which the world rightfully ex- 
pects of free America. This may call 
for the gravest sacrifice, not for those 
only who contend against the foe on 
the sea or on the field of battle, but 
reaching to every home in the land. 
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Finaneial 
Situation 


N the military theatre the general sit- 
uation has undergone no marked 
change in the last month, exc ept that 

the initial reverses sustained by the 
United States in its conflict with Japan 
have been largely offset by the naval vic- 
tory obtained ‘by the forces of the United 
States operating in the Coral Sea and 
on Midway Island and in its vicinity. 
Of great significance, especially from an 
economic and financial standpoint, is 
the entrance of Mexico into the war on 
the side of the United Nations. 

The Japanese attack on China and the 
German advance against Russia have 
both been intensified in recent weeks, 
but they are in both instances being 
stoutly resisted. 

Of great significance is the definite 
treaty of alliance entered into by Great 
Britain and Russia, and the attainment 
of an understanding between Russia and 
the United States. Here has most likely 
been laid the basis of closer military 
codperation and at least tentative plans 
for meeting some of the post-war politi- 
cal and economic problems. 


—_ 


GREAT BRITAIN 


Decline in London Bank Deposits 

Since last December, when the record 
figure of £3,329,000,000 was reached, 
the contraction has amounted to some 
£257,000.000, whereas a year ago, over 
the same period. the contraction ‘between 


December and March was only £36,000,- 
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Abroad... 


A Monthly Survey 


000, and during March, 1941, deposits 
rose by nearly £56,000,000. The effect 
of tax collections therefore, aided by the 
success of the tax reserve certificates, 
brought about an appreciable contrac- 
tion in bank deposits this year, suggest- 
ing that the progress of such expansion 
had been definitely checked at any rate 
during the heavy period of tax collec- 
tions. Despite the weight of tax collec- 
tions bank advances only rose by £12,- 
000,000 in March, comparing with an 
increase of £8,500,000 last March, and 
banks added over £33,000,000 to their 
investments, stimulated no doubt by 
Warships Week, while their holdings of 
Treasury Deposit Receipts dwindled by 
no less than £170,000,000. 

“This heavy contraction in deposits,” 
says the London Bankers Magazine. “no 
doubt results from the big inflow of tax 
money during the period, accompanied 
by big subscriptions to tax reserve cer- 
tificates since they were first placed on 
sale on December 23, while subscriptions 
to 214 per cent National War Bonds and 
3 per “cent Savings Bonds also continued 
on a fair scale. The flow of money to 
the Treasury enabled the latter to rely 
less on Treasury deposit receipts, the 
holdings of which were reduced during 
February by £93,000,000, making a re- 
duction of £112,500.000 since December. 
The holding of bills also fell by £45.,- 
500,000 to the very low figure of £111,- 
500,000, doubtless indicating smaller 
Treasury Bill holdings by the barks. 
These movements occurred despite an 
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increase of nearly £9,000,000 in invest- 
ments during February, making move- 
ments occurred despite an increase of 
nearly £14,000,000 in loans, making 
£19,000,000 in the two months. 


The Budget 

TREATING on Indirect Taxation as a bud- 
get feature, the London Bankers Maga- 
zine in its May issue says: 

As regards the past year the facts can 
be briefly summarized. As _ against 
ordinary expenditure for 1942 of £4,- 
775,694,000, the ordinary revenue was 
£2,074,057,000, leaving a huge deficit 
which, for the most part, has been met 
by various forms of borrowing. As 
regards the current year, the total esti- 
mated expenditure is placed at the 
colossal figure of £5,286,479,000. In 
the year just concluded, thanks to the 
fact that receipts exceeded the Chancel- 
lor’s original estimate by over £287,- 
000,000, the total ordinary revenue re- 
ceived by the Exchequer was £2,074.- 
057,000. It will be gathered, however, 
that the prospective gap between revenue 
and expenditure to be met during the 
current year is a huge one. Thanks, 
however, to the buoyancy of the revenue. 
Sir Kingsley Wood was able to reckon 
that even without any increase in taxa- 
tion he could expect an automatic ex- 
pansion in the revenue for the current 
year of £388,207,000, still leaving. how- 
ever, a large sum to be contributed even 
towards a very partial filling of the 
prospective “gap” for the year. 


_— 


THE ARGENTINE 


The Budget 

The Argentine budget for 1943 en- 
visages an estimated expenditure of 
1,243,200,000 pesos, the principal items 
of which are general expenditure, 818.,- 
700,000 pesos; pension allowance, 59,- 
200,000 pesos; public debt services, 
289,000,000 pesos. There is a further 
53,800,000 pesos of special expenses 
which will be incurred under the war 
ministry's defense mobilization plans. 
It is believed that it will be possible to 
economize by 50,000,000 pesos, which 


would reduce the expected expenditure 
to 1,193,200,000 pesos. 

Revenues are expected to yield 1,014,- 
400,000 pesos, of which the principal 
sources are customs and port duties, 
inland revenues and income tax. The 
Minister of Finance, Dr. Carlos A. 
Acevedo, anticipates the sanction of laws 
under which excess profits taxes and 
petroleum taxes will expand the revenue 
by 35,000,000 pesos and 30,000,000 
pesos respectively. The budget message 
outlines innovations in the finance policy 
aiming to reduce and eventually wipe 
out within a reasonable period that sec- 
tion of the state’s indebtedness which is 
due directly to outlays for the purchase 
of crops. It is proposed to rigidly cur- 
tail public expenditure and to increase 
certain taxation applicable to that por- 
tion of the country’s economy which is 
profiting by the present situation. 

The Finance Department’s message 
proposed the stimulation of manufac- 
turing and the transformation of Argen- 
tine agrarian production through the in- 
creased production of agricultural prod- 
ucts for which there is a steady internal 
or export demand. Other draft pro- 
posals include the utilization of blocked 
sterling to the extent of 5,000,000 
pounds for the redemption of sterling 
debt bonds in London, thereby facilitat- 
ing continued exports without the 
further aggravation of this problem. 
One of the draft measures which has 
been submitted for consideration would 
impose an export tax on certain prod- 
ucts when the export prices have mate- 
rially increased above the 1937-39 aver- 
age. An important aim of this scheme 
would be to discourage excessive price 
increases on essential articles of domes- 
tic consumption, thus curbing the up- 
ward swing in the cost of living. 


—_ 


MEXICO 


COMMENTING on the recent requirement 
that the reserves of the Mexican banks 
be raised from 25 per cent to 30 per 
cent, the Review of the economic situa- 
tion in Mexico, issued by the National 
Bank of Mexico, says: 

“Whatever may the purpose of the 
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government be in connection with the 
currency, we find this excessive, unless 
it is supplemented simultaneously, and 
even previously, with other means of 
relief for production. Notwithstanding 
the tremendous plenty of resources in 
the United States, the ratio prevailing 
there is lower than ours. This should 
be taken into account because, for the 
time being, our country is not any too 
prosperous and, moreover, is in great 
necessity of helping out industrial initia- 
tive. Considering thirty per cent in the 
Bank of Mexico plus such amount as 
must be kept untouched to meet the cash 
necessities of the associate banks, these 
will have to operate on one-half of their 
total resources, which is not sufficient. 
We believe that banks should be given 
a wider scope, and allowed to invest 
larger sums in transactions concerned 
with productive finalities. In other 
words, have transactions depend on the 
quality rather than on the quantity of 
the loans. This will assure the authori- 
ties of the following results: first, the 
real stimulus of production by banks; 
and second, that loans would not be 
used in speculations or in making the 
standard of living more expensive. 
Under the circumstances we cannot see 
why the banking expansion should be 
limited to 550,000,000 pesos of port- 
folio. 

“So far the monetary drainage has 
not stopped the rise. Prices are soaring 
because the progress of production in- 
creases general needs, whereas supplies 
do not increase. One way to fight high 
prices would be to increase production, 
and this cannot be done without abund- 
ant and inexpensive credit. Conse- 
quently, the portfolio should not be re- 
strained, but transactions should be 
guided instead. Any monetary measure 
not tending towards this end is harmful. 

From the same publication is obtained 
the following information regarding 
Mexico’s extractive industries: 

“In 1941, 24,882 kilos of gold were 
produced as well as 2,437,392 of silver; 
45,715,588 of copper, 155,259,065 of 
lead and 155,230,934 of zinc. The value 
of gold amounted to 136.0 million pesos; 
that of silver to 133.0 millions; that of 
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copper to 56.6 millions; that of lead to 
102.2; and last that of zinc, to 128.0 
millions. In order of importance, 
metals held the following places: first, 
gold; next, silver; then, zinc, lead and, 
finally, copper. As to the commercial 
influence, silver and copper keep in the 
first place. 

“We know that negotiations have been 
started to intensify the exploitation of 
copper minerals. This will be done with 
the help of American money, novel 
processes and modern machinery. The 
enterprises are already dealing with their 
workers, while capitalists are dealing 
with the enterprises. 

“The production of metals mentioned 
before shows the following differences as 
compared to 1940: less gold, less silver, 
more copper, less lead, and more zinc 
were produced. The value of produc- 
tion was much lower in 1941, but the 
prospects of this industry have improved 


undeniably.” 
* * * 


In its Review of the Economic Situation 
of Mexico, Banco Nacional de Mexico 
says: 

Commercial banks have followed the pol- 
icy recommended by the monetary authori- 
ties. They have facilitated production 
through the granting of an accessible and 
comparatively inexpensive credit. Besides, 
they have abstained from granting loans to 
such activities as might disturb the price 
situation or favor unnecessary consumptions. 
Nevertheless, the rate of interest is com- 
paratively high (around 8 per cent). Trade 
can bear it on account of its high profits; 
industry can bear it too, because its pro- 
ceeds have not been mean; but after care- 
ful consideration, we believe that it will not 
favor the boom of industrial production. 
As for agricultural production, banks are 
helping in the best possible way, making 
use of the present organization. 


—_— 


BOLIVIA 


Last Year’s Boom 

Topay, Bolivia is playing a significant 
role in inter-American relations. That 
role may be called distinctive in the 
economic field because the inland South 
American republic constitutes, at the 
present time, the most important acces- 
sible source of a most critical wartime 





material, tin. In the field of official rela- 
tions, a new era was begun a few days 
ago when the first United States repre- 
sentative of ambassadorial rank at La 
Paz presented his credentials to the 
President of Bolivia in the Red Room of 
the Government House. 

In June, Bolivia’s Minister of Econ- 
omy plans to leave for the United States 
to attend to essential matters in connec- 
tion with economic collaboration be- 
tween this country and his homeland. 
That collaboration will be based on the 
work of the United States Economic 
Mission which has been in Bolivia for 
several months studying that nation’s 
conditions, needs and potentialities. 

All these things are serving to center 
a marked degree of interest on Bolivia 
at this moment. 

The year 1941 was a boom year for 
Bolivia, because the mining industry, 
upon which the economy of the country 
is completely dependent, experienced 
exceptional activity. The total produc- 
tion of tin and tungsten was contracted 
for by the United States and the United 
Kingdom. Prices of most minerals rose 
rapidly—and these favorable prices, to- 
gether with expanded production of all 
important minerals, except sulphur and 
zinc, resulted in exports valued at more 
than 200,000,000 bolivianos, the high- 
est of any recent year. The Bolivian 
Government shared in the results of the 
boom, since its revenues, based largely 
upon exports duties, taxes paid by the 
mining industry, and profits derived 
from the operation of exchange control, 
increased as exports gained in volume. 
—Foreign Commerce Weekly. 


~ 


INDIA 
The Third War Budget 


The Government of India Central 
Budget as presented to the Legislative 
Assembly by the Finance Member, Sir 
Jeremey Raisman, on February 28, dis- 
closed a deficit of 172,700,C00 rupees 
for the year ended March 31, 1942, and 
a prospective estimated deficit of 470,- 
700,000 rupees for the fiscal year 1942- 


43. Estimated expenditures for 1942-43 
were placed at 1,870,700,000 rupees, 
which includes 540,000,000 rupees for 
civil neeeds and 1,330,000,000 rupees 
for defense. Total revenues for the 
year, at existing levels of taxation, were 
estimated at 1,400,000,000 rupees. 

Proposals for meeting the deficit in- 
dictate that 120,000,000 rupees will be 
raised by new taxation and 350,000,000 
by borrowing.—Foreign Commerce 
Weekly. 
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BANKING INFORMATION SERVICE 


For many years the banks have been 
urged to defend themselves against un- 
justifiable attacks which have been made 
from time to time in the press and to 
enlighten the public on banking sub- 
jects, which have tended to become en- 
veloped in a cloud of mystery and thus 
been subject to much misunderstand- 
ing. Happily, a move has now been 
made in the appointment of a press re- 
lations officer in the person of Mr. Ar- 
thur Vavasour Barber at 3 Lombard 
Street, E. C. 3, sponsored by a repre- 
sentative group of clearing banks. 

According to’the announcement made 
to the press in January last, the main 
object of the Banking Information Serv- 
ice is to inform the press on banking 
matters and so to constitute a link be- 
tween the press and the banking world. 
Not only is Mr. Barber ready to reply 
to questions of any nature in relation to 
banking, but he will, from time to time, 
take the initiative in giving news which 
it is felt should be ventilated in the 

ress. 

It will be deprecated in some quarters 
that the new instrument lacks, for the 
time being, the force of the fullest sup- 
port, but if it does no more than avoid 
some of the bétises with which the pub- 
lic has not unfrequently been con- 
fronted, it will achieve a great purpose. 

Mr. Barber was formerly a partner 
in Holt’s Bank and latterly a local di- 
rector in Holt’s Branch of Glyn, Mills 
& Co. He has been a considerable con- 
tributor to banking journals.—Journal 


of the Institute of Bankers (London). 


THE BANKERS MAGAZINE for July, 1948 


Raa wn &@a2 Ss CO — 


——s et! oe lee 


. gm me we Gee oA 





Current Conditions in Canada 


ISCUSSING general conditions in 

Canada, the Monthly Commercial 

Letter of the Canadian Bank of 
Commerce, Toronto, for June, says: 

“An acceleration in Canadian manu- 
facturing is recorded by our index of 
industrial activity, which rose from 164 
in mid-April to 169 in mid-May (1937= 
100), while the percentage of factory 
capacity utilized rose from 114 to 116. 
As in previous months, the main gains 
were in the iron and steel group, al- 
though some recession occurred in con- 
sumers’ goods among the light section. 
The automotive group continued to de- 
cline but at a less marked rate. There 
was no appreciable change in food- 
stuffs as a group, minor increases in 
most items offsetting a decline in meat- 
packing. Textile manufacturing con- 
tinued to be more active than a year 
ago, but moderate declines are recorded 
in pulp and paper and in other wood 
products. 

“Our wage pay roll index for April 
at 186 (1937—100) was 3 per cent 
lower than in March, but 19 per cent 
higher than in April, 1941. The major 
item, manufacturing pay rolls, re- 
corded a slight increase over March 
and was 23 per cent higher than in 
April of last year. The increasing di- 
version of labor to factory work may 
be noted from the ratio of manufactur- 
ing to all industrial employes reported 
to the Dominion Bureau of Statistics, 
namely 62 per cent at the beginning of 
March, as compared with 52 per cent 
on the outbreak of war. Trade, con- 
struction and logging pay rolls de- 


clined.” 


Agricultural Conditions 


In a survey of agricultural conditions 
the Letter :omments as follows: 

“Spring planting was interrupted by 
wet weather in May throughout some 
large agricultural areas, notably On- 
tario, Manitoba and British Columbia. 
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Fortunately, spring grain seeding was 
practically completed in southwestern 
Ontario during a dry period, between 
mid-April and the first week in May, 
and was well advanced in the northern 
and central counties, although many 
low-lying fields were flooded and some 
require reseeding. Clearer weather for 
a few days late in May permitted a gen- 
eral resumption of planting, but it is 
probable that the intended increases in 
the acreage in oats and barley will not 
be realized. In some districts substi- 
tute crops will have to be planted. 
Smaller acreages in hay, beans and 
sugar beets are regarded as certain; 
the reductions in the last two-mentioned 
crops will be substantial. Most other 
crops, including tobacco, corn, soya 
beans and flax, are expected to be sown 
on larger acreages than for some years. 
Germination of early seeded crops has 
been good and most fields, except those 
heavily flooded or damaged by storms, 
have a promising appearance, as do 
meadows which were not affected by 
summer drought in former years. Pas- 
turage is excellent and the milk flow 
heavy. 

“Planting has been completed in Brit- 
ish Columbia, two or three weeks later 
than usual owing to continued cool and 
wet weather, which also retarded the 
development of all crops, inciuding 
fruits. 

“Manitoba experienced considerable 
difficulty in planting operations as a re- 
sult of heavy spring rains, particularly 
in the Red River Valley. Wheat seed- 
ing was finished, however, before the 
end of May and fully three-quarters of 
the coarse grains were then planted. 
Practically all the wheat and about 90 
per cent of the coarse grain acreages 
were seeded in Saskatchewan, the 
greater part of the uncompleted work 
being in the northern districts. Not- 
withstanding heavy rains in April. large 
areas in this Province, notably central 





and western districts, reported a rapid 
drying out of surface soil, but this un- 
favorable situation was partly relieved 
by moderate rains in the last week of 
May. Progress in planting was more 
uniform in Alberta than in the other two 
Prairie Provinces, with about 90 per 
cent of all grains being in the ground 
before the end of May. Heavy precipi- 
tation in the south placed all crops in 
good condition, and those in the Peace 
River block were also promising, while 
recent good rains improved previously 
poor conditions in the central and 
northern districts. 

“In addition to the hazard of moisture 
deficiency over quite extensive areas in 
the western grain belt, this year’s crops 
are menaced by widespread grasshopper 
and saw fly infestations. The grass- 
hopper infestation is at present the least 
threatening, for while it covers a large 
part of central Manitoba and most of 
Saskatchewan and Alberta, it is heavy 
only in two fairly extensive sections in 
central Saskatchewan and one in west- 
ern Alberta, as well as in a few scat- 
tered localities in all three Provinces. 
The saw fly infestation, however, extends 
over practically the entire agricultural 
area between Winnipeg and Calgary and 
into northern sections of Saskatchewan 
and Alberta, with a severe infestation 
over most of the western half of Sas- 
katchewan, as well as part of the cen- 
tral district and through central Al- 
berta. 


“Planting conditions in the Maritime 
Provinces have been much more favor- 
able than those of last year, with the 
result that seeding has progressed rap- 
idly. In Quebec, field operations have 
been interrupted by rains, but grain 
planting has made good progress. Pas- 
tures and meadows in the important 
dairying sections are in good condition.” 


Bank of Montreal 


The Business Summary of the Bank 
of Montreal, dated June 26, 1942, com- 
ments as follows on Canada’s war taxa- 
tion program: 


“Budgeting for an estimated outlay 


of $3,900.000.000 in the current fiscal 


year, the Minister of Finance has an- 
nounced to Parliament a war taxation 
program of unprecedented severity. To 
the end of March, 1942, Canada’s war 
expenditures had aggregated $2,299. 
841,000. During the current year the 
War Appropriation Act makes provi- 
sion for an outlay of $2,000,000,000, to 
which must be added the billion-dollar 
appropriation for United Kingdom 
financing. Non-war expenditures are 
placed at $455,000,000, and with allow- 
ance for certain further obligations, 
bring the total budget for the year up 
to $3,900,000,000. To meet this amount 
the national revenue on last year’s taxa- 
tion basis would have approximated 
$1,672,000,000, leaving an apparent 
deficit of $2,228,000,000 to be covered 
by new taxes and borrowing. New 
taxes alone are expected to provide 
$377.850,000 of this difference. The 
total 1942-43 revenue, on the new tax 
basis, is estimated at $2.050.000.000, 
leaving a deficit of $1,850,000,000. 
“Some radical changes are made in 
the war tax structure. The excess prof- 
its tax is raised from 75 per cent to 
100 per cent, with a proviso that 20 per 
cent is to be. refunded after the war, 
this to maintain a profit incentive and 
presumably to provide a necessary re- 
serve by means of which business will 
be fortified against postwar adjustments 
and uncertainties. New or increased 
taxes are applied to a lengthy list of 
commodities, including spirits, tobacco 
products, candy and chewing gum, soft 
drinks, jewelry, furs, and to extension 
telephones and _ long-distance calls, 
transportation, berth and Pullman 
fares, and to charges in night clubs, 
cabarets and dance halls. An additional 
tax of 2 per cent is imposed on life, fire 
and casualty insurance premiums. But, 
apart from the increase in the excess 
profits tax, the outstanding budget fea- 
ture is the sharp increase in income and 
defense taxation and the adoption of 
a compulsory ‘minimum savings’ prin- 
ciple. The income and defense taxes 
are combined and, at higher rates, are 
to yield an additional $115,000.000, not 
including a portion of the increase 
which is to be treated as savings, to 


58 THE BANKERS MAGAZINE for July, 19% 





be refundable after the war with inter- 
est at 2 per cent. All war service pen- 
sions are exempt from income taxation. 
There are a number of changes in the 
personal income exemptions and_al- 
lowances and in their application, all 
tending toward less net income for the 
taxpayer and more for the government. 
There is provision for reduction not 
permitted hitherto for some medical out- 
lays. Superannuation and pension fund 
payments, insurance premiums and pay- 
ments of mortgage principal are a per- 
mitted deduction from the compulsory 
savings feature. All income tax collec- 
tions are being simplified by extension 
of the method previously adopted when 
the Defense Tax was instituted, that is 


to say, the amounts due the government 
will be deducted from salaries and 
wages at their source, the deductions to 
commence next September, while regu- 
lar compulsory quarterly instalment 
payments will be required in the case 
of incomes not subject to deductions at 
the source. In presenting this program, 
the Minister explained that he has had 
in mind three factors, equity, incentive 
and saving, as well as the collection of 
revenue. The new rates cut deeply into 
personal income, but the public ex- 
pected that they would be called upon 
for added imposts, and there is every 
evidence that they will accept cheerfully 
the heavy sacrifices demanded, assured 
as they are of their necessity.” 


United States-Canadian Cooperation 
From the Monthly Letter of the Royal Bank of Canada 


GREAT but almost unnoticed ex- 
periment in international relations 
is now in progress between Canada 
and the United States which may have 
profound repercussions in the postwar 
period. There are at the present time 


two schools of thought regarding the 
problems of international postwar re- 


construction. On the one hand, it is 
argued that our only immediate task is 
the winning of the war, and that post- 
war problems can be settled when they 
arise. The opponents of this thesis con- 
tend that final victory, in the real sense, 
depends upon the clarification and 
adoption now of plans for postwar ac- 
tion, to be placed in effect immediately 
upon conclusion of the armistice. The 
ideal solution, of course, would be some 
organization essential to the winning of 
the war, yet equally valuable as a basis 
and instrument for postwar coéperation. 

Do not the United States and Canada 
possess, in fact, the nucleus of just such 
an organization whose wider implica- 
tions are perhaps not realized? These 
two countries have set up, for purposes 
of joint action in the conduct of the war, 
a number of committees. Some of 
these, such as the Permanent Joint Board 
on Defense, the Joint War Production 
Committee and the Materials Co-ordinat- 
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ing Committee have very specialized 
tasks to perform in somewhat limited 
fields and their efforts are concentrated 
on speeding the output of the military 
and economic weapons of war. The 
Joint Economic Committee of Canada 
and the United States, however, operates 
in the whole field of economic endeavor 
in the two countries and here lies the 
possible nucleus of post-war codpera- 
tion. 


Joint Agricultural Program 


Since the work of this committee also 
bears so directly on the war effort of 
the two countries, few of their plans or 
recommendations are made public. One 
example, however, is sufficient to indi- 
cate their plan of operation. In April, 
the United States and Canadian Gov- 
ernments announced their approval of 
an agreement, based on the recommenda- 
tions of the Joint Economic Committee, 
for more effective utilization of the agri- 
cultural resources of Canada and the 
United States and for a partial solution 
of the growing problem of securing an 
adequate supply of oils and fats. 

“The governments of the two coun- 
tries, through their appropriate depart- 
ments or agencies, agree to undertake the 
following: 


1942 





(1) The United States to increase its 
acreage of oil-producing crops with the 
object of alleviating the impending 
shortage of oils in both the United 
States and Canada. 

(2) Canada to increase its acreage 
of flaxseed to provide as large a volume 
as possible for domestic needs and an 
excess to offset in part the reduction in 
North American imports of vegetable 
oil and oil seeds. 

(3) Canada to increase its acreage of 
oats and barley with the object of obtain- 
ing adequate supplies of feed grains for 
the expanded livestock program of 
Canada and supplementary supplies for 
the United States. 

In order to encourage such a pro- 
gram, while at the same time providing 
necessary assurances in the matter of 
market outlets, the respective govern- 
ments agree, effective from next autumn 
that: 


(1) Canada shall facilitate the deliv- 
ery in the United States, at the then 
current United States prices, of what- 
ever quantity of flaxseed, oats, and bar- 
ley Canada may be in a position to 


supply; 

(2) The United States shall not im- 
pose additional restrictions on. the im- 
portation of flaxseed, oats, and barley 
moving from Canada to the United 
States; 

(3) The United States shall facilitate 
the sale to Canada, at the then current 
United States prices, of whatever quan- 
tity of vegetable oils or vegetable oil 
seeds the United States may be in a posi- 
tion to supply; 

(4) Canada shall not impose addi- 
tional restrictions on the importation of 
vegetable oils or vegetable oil seeds 
moving from the United States to 
Canada.” 

A far-reaching plan of effective inte- 
gration of resources for war has thus 
been arranged with the least possible 
dislocation of existing economic and 
political relationships. Such an agree- 
ment, practical and __particularized, 
affords a much surer base for economic 
co-operation than could any theoretical 
program, premised on broad generali- 


ties rather than on the actualities of an 
individual situation. It is surely not too 
much to suggest that the extension of 
such methods in the post-war period is 
worthy of serious consideration. 


Daily Contacts 


Another important feature of the gen- 
eral work of the joint Canadian-Ameri- 
can Committees is the opportunity 
afforded for contacts between the men 
who actually administer the policies thus 
instituted. These administrators, fac .d 
daily with the multitudinous decisions 
necessary for the conduct of the war, 
might tend to concentrate upon the solu- 
tion of domestic problems, without con- 
sidering the total effects of their de- 
cisions and regulations. These discus- 
sions, even the knowledge that differing 
points of view and varying national out- 
looks exist, serve to bring home the real 
nature of the problems involved in the 
relations between countries. 

As individuals. as citizens of our own 
country, we all know how essential is 
the spirit of compromise, of adjustment, 
of understanding our neighbors’ views. 
These things are the foundation of com- 
munity life and of organized society. No 
civilization in which Canadians and 
Americans would wish to share, would 
be imaginable without them. In the 
relationships of individuals, the art of 
civilized living is premised on com- 
promise between differing opinions, and 
on the acknowledgment, if not the 
acceptance of another’s point of view. 
Among the citizens of a state, they are 
the essence of democracy. Do they not 
form the logical basis for the next step 
in international relations? 

We know, too, that these adjustments 
are not attained at social gatherings, or 
at state functions. Verbal acceptance of 
their principles is not enough. They 
must be applied, often by trial and 
error, to the minutiae of daily life, 
through long periods of working to- 
gether. The agricultural agreement 
between Canada and the United States 
represents the working out of just such 
details of adjustment in the international 
sphere. 
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BOOKS for 


ConDITIONS OF Peace. By Edward Hal- 
lett Carr. New York: The Macmillan 
Company. Pp. 282. 1942. $2.50. 

THE old world is dead; the future lies 

with those who can most successfully 

turn their backs on that world and face 

a new one with understanding, courage 

and imagination. This is the thesis of 

Professor Carr’s book. 

The author divides his analysis into 
two main parts: a consideration of the 
economic deficiencies which caused the 
prewar crisis and an application of this 
analysis to postwar prospects. His main 
conclusions are that self-determination, 
removal of trade barriers, general dis- 
armament, adjustment of boundaries on 
an equitable principle—the things that 
men hoped would bring enduring peace 
in 1919—would no longer be of value 
even if they could be fairly and univer- 
sally applied. We must turn our backs 
on nineteenth century liberalism, Jaissez 
jaire, and the old love for national inde- 
pendence. A new kind of world will 
have to be created in which boundaries 
are of secondary importance, in which 
nations are reconciled by codperation. 
and in which new loyalties of a kind 
quite antagonistic to nationalism are 
created and sustained. We are passing 
through the greatest revolution the 
world has seen since the fall of Rome, 
and that revolution must be recognized 
and confirmed. Hitler has certain 
ideas, thinks the author, which possess 
a half-measure of truth, of which the 
necessity for European union is one, and 
the awakening of a new type of moral 
purpose is another. The statesmen who 
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control affairs when this war ends must 
take these half-values and make them 
whole. 

While many readers will not entirely 
agree with all of Professor Carr’s con- 
clusions, no thoughtful person can af- 
ford to ignore the challenging thoughts 
which this book evokes—ideas which 
may well help to shape the world which 
is in the making. Edward Carr is 
Wilson Professor of International Poli- 
tics at the University College of Wales. 
He was attached to the British Delega- 
tien to the Peace Conference in 1919. 
He was born in 1892 and received his 
education at the Merchant Taylors’ 
School in London and at Trinity Col- 
lege, Cambridge. He is the author of 
books on a variety of subjects. 


EvRoPE IN Revott. By Rene Kraus. 
New York: The Macmillan Company. 


1942. Pp. 563. $3.50. 

In this new book, Rene Kraus scruti- 
nizes the methods underlying the appar- 
ent Nazi madness. He exposes the cold 
and calculated system by which fifteen 
historic nations are to be transformed 
into serfs, or else exterminated. He 
analyzes the economic squeeze, the de- 
vices of “Germanization,” the creation 
of artificial midget states; and he guides 
American readers through the Rogues’ 
Gallery of German slave drivers, and 
their treacherous lackeys in the occu- 
pied countries. Moreover, the three pil- 
lars of Hitler’s power over two million 
victims—the Gestapo, the concentration 
camps, and the hostage system—-are ex- 
posed. 





But Hitler, Dr. Kraus asserts, is dig- 
ging his own grave. His war against 
Christianity has led to a tremendous re- 
ligious revival. His anti-Bolshevist cru- 
sade has been a failure, both military 
and spiritual. Millions of laborers 
from all Europe, shanghaied into the 
Reich or pressed to work at home for 
the German war effort, resist. Neither 
tanks nor Stukas can stop sabotage. 
The youth and women of Europe join 
the ranks of the underground fighters. 
For the time being, the annihilation of 
the Jews proceeds according to plan. 
But tomorrow the Germans will be the 
harassed fugitives, according to Mr. 
Kraus. 

Here too is the inside story 
underground war, a story no newspaper 
or magazine could tell in full. The 
people of France are ever more deter- 
mined to rid themselves of Hitler, Pe- 
tain, Laval, and their colleagues. An 
open religious war is on in Norway, 
presumably the spearhead of the Euro- 
pean revolution. Ten million Czechs 
are closely knit in a single bond of con- 
spirators. The Balkans, the Danes, the 
Luxembourgers have lost _ patience. 
Yugoslavian guerillas have wrested most 
of their country from the armies of oc- 
cupation. Guerillas in Poland wreak 
havoc on the German transports to the 
eastern front. The almost forgotten 
Baltic nations vividly claim their right 
to live. The occupied parts of Russia 
are an enormous slaughterhouse in 
which the invaders are not only butchers 
but cattle. 

This is the thesis of Dr. Kraus’s book 
based on his own intimate knowledge 
of Europe and from much documentary 
material supplied by the governments 
of the nations involved. He was born 
in 1902, of French and Austrian par- 
entage, and has spent most of his life 
in European diplomacy, politics, letters 
and journalism. 
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WasuincTon Is Like Tuat. 
Kiplinger. New 
Bros. Pp. 522. 


By M. W. 
York: Harper & 
1942. $3.50. 


AT no moment of history has: Washing- 


ton been as important as it is today. Key 
city of the Americas, focal point for the 


United Nations’ war effort, its decisions 
and its moods have power to affect 
events across the world—and here is the 
only complete book, covering every 
phase of the city, in existence. 

Washington—Capital of the United 
States, city of beauty and wealth and 
power and politics, crossroads of the 
world where the residents of Middletown 
and Main Street meet with international 
cosmopolites. A strange city where 
small people become Big People and 
Big People, small people. A city like 
no other in the land, but having the vir- 
tues and vices of all, no better and no 
worse than the millions of Americans it 
represents, whose votes have made it 
what it is. 

What is it like? How did it get that 
way? 

W. M. Kiplinger, famous for his 
Washington newsletter, is undoubtedly 
the man best qualified to lift the top off 
the Capital and reveal it as it really is. 
In this book, which is a superbly frank 
job of factual and objective reporting, 
he presents an all-over picture of a city 
that is one of the most exciting in the 
world. He not only describes vividly 
the workings of the governmental ma- 
chinery, the functioning of our war 
economy, the men who make the wheels 
go round. He also analyzes every as- 
pect of the life of the city and of the 
people who live there—from Roosevelt 
and the White House, Hull and the 
State Department, Jesse Jones and the 
RFC, Donald Nelson and the war pro- 
duction set-up, down to the flood of war 
workers who make Washington one of 
the biggest boom towns in history, to the 
women who give it social luster, to the 
huge Negro population that makes it 
the most important Negro city in the 
world. 

The writing of this book, the assem- 
bling and correlating of the vast body 
of factual material, was made possible 
by the Kiplinger staff and by outside re- 
search workers employed for the pur- 
pose. 

The book is not only interesting as a 
narrative account of the national capi- 
tal. It is also of great value as a refer- 
ence book for facts about Washington. 
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Basic FINANCIAL STATEMENT ANALYSIS. 
By Alexander Wail. New York: Har- 
per & Bros. Pp. 158. 1942. $2.50. 

Tuis book is the culmination of thirty- 
five years of study and writing in the 
field of financial statement analysis from 
the point of view of its constructive use 
by those responsible for the financial 
operation of a business, by bank credit 
officers, and by students of accountancy. 
The author brings together the most re- 
cent and accurate procedures for evalu- 
ating such statements in order that the 
condition of a business and its trends 
in financial soundness may be readily 
detected. 

As the secretary and treasurer of the 
Robert Morris Associates, the author 
has been in a strategic position to con- 
tribute to and to follow the newest de- 
velopments in the best utilization of 
financial operating statements. 


Tue Facts or Lire 1n Business. By J. 
Stanley Brown. Philadelphia: Lip- 
pincott. Ppp. 196. 1942. $1.50. 


Tue author of this book is personnel di- 
rector of a large metropolitan bank, and 
in it he offers the same straightforward 
advice that has helped hundreds of 
young men to analyze their own charac- 
ters, their aptitudes, and their purposes, 
and to take steps towards doing some- 
thing about improving their situations. 

Accepting the business world as it is 
in reality—the existence of “pull,” of 
dificult bosses, of favoritism, and such 
important factors as the psychological 
differences in individuals—this book 
proceeds to clarify many prevalent mis- 
conceptions, and to outline a positive 
and constructive program toward ac- 


cepting and overcoming one’s difficul- 
ties. 


Mr. Brown demonstrates the fallacy 
of many commonly accepted beliefs that 
only the extrovert has much chance; 
that the man without a college education 
is hopelessly handicapped, and other 


shibboleths. He makes it clear that 
anyone—given an earnest desire, a rea- 
sonable adaptability, and a determina- 
tion to be able to “take it”—will make 
headway by cultivating his own special 
assets and equipment. 
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The scale of promotions is based upon 
a man’s Scarcity Value. He must have 
something to sell (not necessarily a 
tangible commodity), and he must learn 
how to sell it. On these two simple 
premises, this book discusses very di- 
rectly and honestly the real problems 
that confront every junior in offices 
throughout the country today. 


THe SoutH AMERICAN HANDBOOK. 
19th annual edition. New York: H. 
W. Wilson Company. Pp. 696. 1942. 
$1. 

THE pages of this standard reference 
book are again replete with facts, fig- 
ures, charts and maps, including a 15x 
20-inch folded-in map in colors. Actu- 
ally the scope of the book is broader 
than the title suggests; as Mexico, Cen- 
tral America and a number of islands 
in the West Indies are included. 

The first thirty pages are devoted to 
interesting information about the whole 
region. First, size: South America is 
the fourth largest land mass in the 
world. Next, the physiographical fea- 
tures: mountains. volcanoes, waterways, 
climate, etc., are described. Popula- 
tion figures are given for all countries: 
“From the available data it would ap- 
pear that the population of South Amer- 
ica has increased from 38,500,000 in 
1905 to 90,000,000 in 1940.” 

This- same preliminary section con- 
tains tables of monetary units, weights 
and measures, etc. It also has many 
helpful hints for travelers concerning 
seasons, apparel, hotels, baggage, etc.., 
with advice for those seeking emplov- 
ment. This is followed by a section, 
“On the Way io South America,” 
briefly highlighting a number of ports 
of call en route. 

The main body of the book opens 
with Argentina and a list of the major 
section headings may serve to illustrate 
the completeness of the contents: Buenos 
Aires, Chief Cities, Pleasure Resorts, 
Other Towns, Physical Features. Agri- 
cultural Resources, Livestock, Frigor- 
ificos, Products of the Livestock Indus- 
try, Mineral Wealth, Foreign Trade and 
Debt, Industrial Development, Currency, 
Weights and Measures, Settlers, Tours, 
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Always a sound 


investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 


or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx« 


: 630 Fifth Ave. 

International | ‘Bldg. Rockefeller Center 
BrookiyNn nas ...66 Court Street 
BALTIMORE .... ....Baltimore Life Building 
Boston ...140 Newbury St. 
BUFFALO Rand Building 
Cuicaco 30 North Michigan Avenue 
CLEVELAND Leader Building 
DETROIT David Whitney Building 
NEWARK ia 790 Broad St. 
PHILADELPHIA ...266 S. 15th Street 
PITTSBURGH Grant Building 
San FRANCISCO 209 Post Street 


WASHINGTON Hill Bldg., 17th & Eye Sts. 


Transandine Journey. 


Farming Lands 
Patagonia, Information for 
Passengers, Guidance for Commercial 
Travelers. Embassies and Consulates, 


Calendar, and Railway Maps. 


Nearly one hundred pages are devoted 
to Argentina which contain much valu- 


and Life, 


able information related in an easily 


readable style. Twenty-two other coun. 
tries are similarly treated. 

The book is published in London by 
Trade and Travel Publications, Inc. H. 
W. Wilson Company is the New York 


agent. 


THE Pusitic SPEAKER’S TREASURE 
Cuest. By Herbert V. Prochnow. 
New York: Harper & Bros. Ppp. 413. 
1942. $3.50. 


THE author, an officer of the First Na- 
tional Bank of Chicago, is a widely 
sought public speaker out of whose 


preparation for effective appearance be- 
fore many and varied audiences this 


book has developed. 
This book will be found eminently 


useful by every man and woman who 
writes and delivers an occasional 
speech. Commencing with a brief and 
highly instructive section on how t 
prepare a speech, this book supplies 
nearly four thousand quotable items to 
make your speech and conversation 


sparkle. 


This volume brings together material 
never before available except by refer- 
ence to numerous books and anthologies. 
It grows out of the studious efforts of 
an experienced public speaker who has 
built this encyclopedic volume out of 
his notebooks of tested anecdotal ma- 
terial, carefully assembled and sifted. 

Reference use of this volume is made 
simple, quick and easy by its unique 
indexing method. Each of the items is 
numbered consecutively from 1 to 4000. 
To find suitable material, one has only 
to turn to a complete Subject Index and 
refer to the number listed beside each 
subject. 


Your LecaL AND Business MatrTers 
AND How To TAKE CARE OF THEM. 
By Henry E. Ashmun. New York: 
John Day Company. Pp. 179. 1942. 
$1.75 


THE layman does not perhaps realize 
that many of the questions on which 
counsel is here given are recurring con- 
tinually in his everyday life. He does 
not stop to think that, for example, an 
agreement to pay for a radio in install- 
ments is a contract; that every time he 
puts money aside as savings he is mak- 
ing an investment, wisely or foolishly 
depending on the way he does it. All 
of us do well to heed expert advice on 
all such matters which arise but once 
in a lifetime for most of us: the build 
ing of a hoyse, for instance, is fraught 
with the possibility of serious financial 
loss and legal difficulty for the uniniti 
ated. And most of us are uninitiated. 
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The Treasury’‘s Payroll Plan 


LLOWING a broad program to 
put the power of an organized pro- 
motional campaign behind the Pay- 

roll Savings Plan, the United States 
Treasury Department has made avail- 
able to nearly every business firm in the 
country a complete set of promotional 
material. 

All this material is designed to help 
business firms achieve more quickly the 
goal of at least 10 per cent of payroll 
invested in War Savings Bonds. 

Nearly 100,000 of the nation’s busi- 
ness firms have already installed, and 
are operating under this plan which 
permits systematic purchases of War 
Bonds by employes through voluntary 
allotments from each worker's pay en- 
velope. 

Experience has proved that the Pay- 
roll Savings Plan is most effective when 
stimulated by a well planned, fast-mov- 
ing program to explain the operations 


and benefits of the plan and see that it 
is properly sold to each employe. 


Accordingly, the War Savings Staff, 
with the voluntary assistance of some of 
the nation’s ablest advertising and mer- 
chandising men, has prepared and made 
available complete sets of material that 
will assist every company in putting on 
a sustained and successful drive. 

The first item in this group of mate- 
rial is a book titled “A Plan for Divert- 
ing at Least 10 per cent of America’s 
Payroll into U. S. War Bonds.” This 
book outlines the basis for the overall 
campaign and explains the general types 
of material available. 

For the benefit of businesses who may 
not have installed the plan there is 
another booklet called “How to Install 
and Successfully Operate a Payroll War 
Savings Plan for the Regular Purchase 
of U. S. War Savings Bonds.” This 
booklet explains in simple clear-cut 
terms how simple and easy it is for any 
business organization to make the bene- 
fits of Payroll Savings available to its 
workers. 


Basic book for the employe is the one 
“Give 3... Get 4!” In addition to 
explaining how money saved by workers 
is of vital importance in winning the 
war, it drives home the sound practical 
benefits each worker will gain by hay- 
ing a reserve fund saved up for the post- 
war years. It also answers questions 
that may be in the worker’s mind as to 
the value of War Bonds as an invest. 
ment. 

Three small envelope stuffers, to be 
distributed via the pay envelope, are 
also included. They are designed to 
keep the subject fresh in every person's 
mind; to pre-sell workers so that the 
“Campaign chairmen” will be able to 
turn in the highest possible percentage 
of signed authorizations for payroll 
allotments from the workers they 
approach. 

To give each worker tangible evidence 
of his participation in this “All Amer. 
ica” program, lapel buttons are fur 
nished reading: “I am buying at least 
10 per cent.” Window stickers with 
similar copy are provided for the 
worker’s home. 

When the entire business has signed 
up for a minimum 10 per cent payroll, 
it is authorized to acquire and display 
the official Treasury Department Target 
Flag. 

This material is distributed through 
the offices of the War Savings Staffs 
State Administrators. Any company 
desiring to get a plan rolling at once is 
invited to call their local State Admin 
istrator’s office and request quantities a 
needed. 

Planned promotional programs have 
proved their value over and over agai, 
in all types and sizes of business orga 
izations. The Treasury Department i 
harnessing this proved productive 
method to bring to a speedy conclusion 
successful Pay roll Savings drives i 
every business throughout the land. It 
dustry, workers and the nation will be 
benefited as a result. 
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The Municipal Bond Market 


UMMARIZING a_ comprehensive 
analysis of the present status and 
outlook for municipal bonds, Hal- 
sey, Stuart & Co., Inc., says in its annual 
“Mid-Year Review of the Municipal 
Bond Market” that while conflicting 
factors make difficult any effort to antici- 
pate trends, the following three conclu- 
sions seem warranted: 
1. Activity in the municipal bond 
market will continue at low ebb for the 
duration of the war. 2. The price level 


‘will be well maintained for tax sup- 


ported bonds of good quality. 3. Price 
advancement is probable for both rev- 
enue and general obligation bonds if, 
and when, a solution is found for rubber 
and gas rationing, and if a favorable 
and reasonably final decision is arrived 
at on the tax immunity question. 


The “Mid-Year Review of the Muni- 
cipal Bond Market,” which has been 
published annually by Halsey, Stuart 
& Co., Inc., for a number of years 
analyzes in its text both the positive and 
negative factors currently affecting in- 
vestment opportunities in municipal 
bonds. 

Special factors presently affecting the 
quality of municipal bonds are cited, on 
the favorable side, as the rise in the na- 


1. Activity in the municipal 
bond market will continue at 
low ebb for the duration of the 
war. 

2. The price level will be well 
maintained for tax supported 
bonds of goed quality. 

3. Price advancement is prob- 
able for both revenue and gen- 
eral obligation bonds if, and 
when, a solution is found for 
tubber and gas rationing, and if 
a favorable and reasonably final 
decision is arrived at on the tax 
immunity question. 


tional income and the decline in both 
outstanding and new state and municipal 
indebtedness. 

Potentially unfavorable factors cited 
are: the static or declining incomes 
among the higher income group; poten- 
tially decreasing local tax revenues to 
be obtained from sales and gas taxes, 
because of rationing and priorities; and 
the huge tax requirements of the Fed- 
eral Government, which may render 
more difficult the collection of local 
taxes. 

“The dislocations of the war situa- 
tion,” the Mid-Year Review states, 
“already have adversely affected certain 
revenue issues. The situation of such 
securities will, no doubt, continue some- 
what clouded until the necessity for gas 
and rubber rationing is alleviated or 
removed, though in the case of good 
quality general obligation bonds indi- 
rectly payable from gas revenues there 
would appear to be little cause for con- 
cern unless the situation continues for 
a longer time than there is now reason 
to anticipate that it will. The Arkansas 
Advisory Tax Study Commission, for 
instance, estimates that even with a 50 
per cent reduction in Highway Fund 
revenues, debt service on all Arkansas 
Refunding Bonds could be met for 8 
years—and this without recourse to 
other sources of revenue which, since 
these are general obligation bonds, 
would presumably be made available if 
circumstances required.” 

Other factors presented affecting the 
quality of municipal bonds, which merit 
scrutiny in the period ahead, are: the 
slowing down of national population 
gains; the trend toward decentralization 
of finance, commerce and industry; and 
the centralization of political authority 
in the Federal Government. 

Discussing interest rates, the “Re- 
view” states that “with controls now 
available to the Government and with 
itself the chief borrower, the effort will 
be made to maintain interest rates af 
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Taxation of municipal bonds 
is opposed on these grounds: 
first, though it is advocated as a 
war measure to produce new 
revenue, it would fail of this 
purpose because of the restricted 
volume of new municipal issues 
in prospect: second, that it 
would further infringe on the 
prerogatives of local govern- 
ment; third, that with resump- 
tion of more normal conditions 
it would impose heavier burdens 
on borrowing communities, par- 
ticularly those in newly develop- 
ing sections whose requirements 
would be relatively greater and 
whose credit might be less well 
established than those of older 
and more developed sections. 


substantially their present levels at least 
for the duration of the war.” 

Supply of and demand for municipal 
bonds are seen as declining. Reasons 


for the declines are analyzed in detail. 


Discussing the price outlook for 
municipal bonds with particular regard 
to recent efforts of the Federal Govern- 
ment to have removed the tax-immunity 
that municipals have enjoyed, the “Re- 
view” says: “Recent proposals are not 
new except that they go somewhat be- 
yond the earlier suggestions, principally 
in that administration proponents of the 
change seek now to include outstanding 
as well as newly issued bonds. 

“The House Ways and Means Com- 
mittee under a heavy barrage of objec- 
tions which came principally from 
spokesmen for the state and municipal 
governments, recently rejected the pro- 
posal to tax such bonds. Informed opin- 
ion is, moreover, to the effect that pas- 
sage of the enactment over the commit- 
tee’s objection is not only unlikely this 
year, but will meet with bitter objec- 
tion if subsequently introduced. The 
objections, in so far as attempts to tax 
outstanding issues are concerned, revolve 
principally about the breach of faith in- 
volved in subjecting to taxes investments 
for which the purchaser paid a higher 
price in order to obtain this feature, 


which feature was assured to him by the 
issuer and, tacitly at least, agrered to 
by the Federal Government. In so far 
as new issues are concerned, while the 
opposition is less general—assuming 
that procedure in subjecting them to 
taxation is that prescribed in the Consti- 
tution, namely, by amendment of the 
Constitution—there are nevertheless 
those who object to it on these grounds: 
first, though it is advocated as a war 
measure to produce new revenue, it 
would fail of this purpose because of 
the restricted volume of new municipal 
issues in prospect; second, that it would 
further infringe on the prerogatives of 
local government; third, that with re- 
sumption of more normal conditions it 
would impose heavier burdens on bor- 
rowing communities, particularly those 
in newly developing sections whose re- 
quirements would be relatively greater 
and whose credit might be less well 
established than those of older and more 
developed sections. The validity of 
those arguments provides sound reason 
for believing that the changes will not 
be quickly or easily made; in fact, unless 
the necessity for added Federal revenues 
becomes so pressing as to over-ride their 
justice and logic, that the changes may 
not be made at all. Until the issue is 
fairly met however, and decided with 
some finality, it is likely to remain as 
a price deterrent in the market for 
municipal bonds.” 


© 


A BANK staff conference is a series of 
meetings, or programs, systematically 
developed and carefully conducted for 
the purpose of training employes in the 
jobs they are doing, in the jobs just 
ahead, and to inform them of the poli- 
cies and procedures of their particular 
institution. It ranges from round table 
conferences for the few employes of 
small banks, to those far reaching pro 
grams in the large, metropolitan centers, 
where it is necessary to break the stafl 
into many different units, and to have 
a comprehensive and _ systematically 
worked out plan which must be well 
coérdinated.—Keith G. Cone at the 
A. 1. B. Convention. 


68 THE BANKERS MAGAZINE for July, 19 





New Business for the Safe Deposit 
Department 


3y James G. MANCHESTER, JR. 


Manager, Safe Deposit Department, 
Second Vice-President, New 


R years I have been seeking a 
formula or plan whereby I could 
induce new box renters into our 

vault. But, as yet, like Ponce de Leon 
searching for the Fountain of Youth, I 
am still searching and racking my brain 
for the solution. I have, however, 
reached certain conclusions on this sub- 
ject, and no doubt you have had the 
same experience. For simplicity’s sake 
I am going to divide the subject into two 
parts—first “new business” and second 
“how to hold it.” 

Whether it be in this industry or any 
other field, which has something to sell, 
management is constantly searching for 
ways and means of increasing its profit. 
This may be in the form of reorganizing 
internally, but in most instances it is 
through the medium of increased sales. 
We, therefore, are more particularly in- 
terested in the sales angle. Now just 
what have we to offer? You will agree 
with me that it is protection, convenience 
and service. Beyond this there is nothing 
we have to extend as a reason for the 
rental of a safe deposit box. The only 
thing our customer can take away with 
him is the peace of mind he has regard- 
ing the protection of his valuables, two 
keys to the box and a receipt for the 
rent. All of these cardinal virtues must 
be kept on a very high plane, and it is 
safe to assume that we are devoting our 
efforts in these directions. 


What Appeal? 


How are we going to induce people to 
rent our boxes and from what angle 
should we appeal to them? Due to the 
small margin of operating profit we cer- 
tainly cannot spend too much for adver- 
tising our services. In a good many 
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instances the cost would have to be 
borne by our parent institutions. Book- 
lets, letters, blotters and various types 
or brochures have been prepared by our- 
selves for distribution calling attention 
to our services. Advertisers are con- 
stantly offering material and plans for 
campaigns which they claim will in- 
crease our business. The expense in a 
good many instances would be more 
than the revenue we would receive from 
the number of boxes we would rent 
under the plan offered. However, I be- 
lieve I am safe in saying that our boxes 
are rented mostly by depositors of our 
institutions, which is undoubtedly due 
to the personal contact someone in our 
institution has with a depositor, and 
through the medium of floor displays 
calling the public’s attention to our 
vault. The independent companies 
secure a good deal of their business due 
to their convenient location in the larger 
centers and also through personal con- 
tact of their employes. 

This is all very fine but what about 
those people who do not maintain a 
banking connection but who are pos- 
sessed of valuables—how are we going 
to induce them to rent boxes in our 
vaults? I think it was in the year 1938 
that the New York State Safe Deposit 
Association secured the services of Mc- 
Cann Erickson, Inc., advertising agents, 
and placed the matter in their hands for 
solution. A survey was made by this 
firm and the detailed plan and program 
based on their findings has been pre 
sented to you at previous group meet- 
ings. No further reference to it, I be- 
lieve, is necessary other than to say the 
conclusion arrived at was that many 
more boxes could be rented if the appeal 
was based on the fear complex. 
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Fear Complex 


From the beginning of time this fear 
complex in man has been a motivating 
force in his advancement and develop- 
ment. Our prehistoric ancestors took to 
dwelling in trees for fear of being 
attacked by their common enemies on 
the ground. It later caused him to dwell 
in caves where he could better protect 
himself. The fear of cold caused him 
to seek the protection of fire. And so 
down through the march of civilization 
this complex has been a moving and im- 
pelling force. It is only natural, there- 
fore, that it is the inherent instinct of 
mankind to have in his makeup a certain 
amount of this thing called fear. There 
is no doubt that McCann Erickson 
were right in their conclusion. How- 
ever, to have adopted the program they 
suggested, to create a demand for our 
services on the fear basis through the 
medium of a series of radio broadcasts, 
was more expensive than the average 
vault felt that it could incur. 

We also know that in rising security 
markets, particularly where many new 


issues of securities are being offered to 
the public, the demand for our services 


increases. When people convert their 
cash into evidences of wealth they must 
be lodged in a safe place. This condi- 
tion existed during World War I when 
people were heavy purchasers of the 
various government securities, and dur- 
ing the Golden Twenties when the secur- 
ity markets were voluminous. This was 
probably the most profitable period in 
the history of the industry. 

Then followed the crash of the secur- 
ity markets and the resulting depres- 
sion. We found that the demand for 
our services started on a downward 
trend, and it was then that the safe de- 
posit business entered a new era. In 
the Fall of 1941 when the sale of De- 
fense Bonds entered a volume stage we 
find that the trend reversed itself. Boxes 
were again being rented for the safe- 
keeping of evidences of wealth. This 
is a sure indication that the flotation of 
securities does have a marked effect on 
the rental of boxes. With our entry 
into the war in December added impetus 
to the demand for our services was 


created. This was caused by the fear 
complex latent in so many of us but 
inherited from the past. 

As I said in the beginning the only 
thing we have to sell is protection, con 
venience and service. It seems to me 
that when a new customer is received 
that we should go to great lengths to 
emphasize the protection he is pur- 
chasing. Assure him that your method 
of handling the keys to your boxes is 
such as to preclude the chance of there 
being a duplicate key in the possession 
of your vault or another person. This 
is very important—it should be im- 
pressed upon the new customer’s mind 
that his are the only keys which will 
open the lock and should he lose them 
it would necessitate the drilling of the 
lock at his expense in order for him to 
have access. 

See that things which your custom- 
ers will require are available and ina 
convenient location. By this I mean that 
your check desks and coupon rooms are 
stocked to anticipate his needs. Instruct 
those in contact with your customers to 
meet them with a pleasant smile and to 
handle their operations of the system 
you are operating under in an efficient 
manrer. Caution them that while they 
must at all times be pleasant and courte. 
ous it does not mean that they are to 
attempt to cultivate a friendship from 
among those they are called upon to 
serve. There is nothing more aggravat- 
ing for the customer who is waiting’ to 
be served than to be held up while an 
attendant holds a personal conversation 
with another customer. Try to make 
them feel that yours is their vault and 
that the service you are rendering them 
is indispensable to them. 

It is not tomorrow, next year, or the 
year after but right now that we must 
start doing everything in our power to 
create a feeling of good-will among 
these new customers. I am certain that 
if we can accomplish this, when the 
next slump in business conditions comes, 
as it surely will, we will be in much 
better position to hold a good part d 
this new business which is now knocking 
at our door—so to speak.—From @ 
address at a New Jersey State Safe De 
posit Association meeting. 
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HE first half year of our direct par- 
tl dcigeten in the war came to an 

end this month. During this period 
the United Nations have continued, for 
the most part, to wage a defense war 
and have suffered some very important 
military setbacks. Certain recent de- 
velopments, such as the naval victories 
in the Pacific, the air attacks on Ger- 
man industrial areas and the strength 
shown by the Russian armies, have 
brought new encouragement. Neverthe- 
less, to regain the lost ground and 
achieve the final victory will require a 
singleness of aim and a concentration 
of energy based on full appreciation of 
the magnitude of the task that lies 
ahead. 

On the home front, the immense 
mobilization of manpower, materials 
and industrial facilities has been a difh- 
cult process for both government and 
business and has created many problems 
that have not yet been satisfactorily 
solved. But the progress made has been 
striking enough to strengthen the belief 
that our economy, guided by a steadfast 
purpose and driven by unremitting 
effort, will succeed in accomplishing the 
almost superhuman task that it has 
undertaken and in providing the vast 


“The outstanding result of 
our entry into the war as an 
active belligerent has been an 
enormous expansion and accel- 
eration of the nation’s whole 
military program, with all that 


this has entailed in terms of 
money costs, industrial disrup- 
tion, price disturbance and ex- 
tension of Government control 
over economic life.’’ 


Effeets of War on American 
Business 


From the Guaranty Survey, Guaranty Trust Company, New York 
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flow of military power that will be 
needed to assure ultimate victory. 

The outstanding result of our entry 
into the war as an active belligerent 
has been an enormous expansion and 
acceleration of the nation’s whole mili- 
tary program, with all that this has en- 
tailed in terms of money costs, industrial 
disruption, price disturbance and ex- 
tension of Government control over 
economic life. The scope of the expan- 
sion was clearly forecast by the Presi- 
dent’s annual messages to Congress in 
January, in which he called for a scale 
of war expenditures and for production 
of planes, tanks, ships and other war 
equipment far beyond the volumes 
previously contemplated. The announce- 
ment of the enlarged plan has been fol- 
lowed by the quick enactment of a series 
of appropriation measures of such mag- 
nitude as to dwarf anything in the 
world’s previous financial history. The 
anticipated money cost of the program, 
already huge six months ago, has 
approximately tripled since our entry 
into the war. 


Conversion of Industry 


This drastic stepping up of the mili- 
tary program has been quickly reflected 
in the rate of Government spending. 
The average monthly war expenditures 
of the Federal Treasury have been more 
than twice as large since Pearl Harbor 
as they were during the preceding year 
and a half. The totals, moreover, have 
increased steadily month by month; and 
the figure for May represents a rate of 
nearly forty-nine billion dollars a year, 
about half of the estimated national in- 
come in 1941. 

No less startling than the increases in 
actual and authorized war expenditures 
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has been the conversion of our indus- 
trial system to war purposes. Within 
a few weeks after our transition to a 
belligerent status, plans had been made 
for the total suspension of automobile 
manufacture except for war and essen- 
tial civilian needs and the conversion of 
the entire industry to war production. 
Recent estimates indicate that about 
two-thirds of the equipment of the indus- 
try has already been adapted to the 
production of armaments, with some 
further capacity scheduled for conver- 
sion in the near future. Similar action 
has subsequently been taken with respect 
to one industry after another until it 
now appears that within a short time 
the manufacture of most types of durable 
consumers’ goods will virtually cease 
for the duration of the war. 

In many other industries where com- 
plete suspension has not been found 
necessary, the use of strategic materials 
has been either prohibited or subjected 
to increasingly close restrictions. Tires 
and other rubber goods practically dis- 
appeared from the ordinary civilian 
market very soon after our entry into 
the war, when naval operations in the 
Pacific conquests in 


and Japanese 
Malaya and the East Indies shut off the 


principal sources of raw material. Rigid 


conservation measures, however, have 
not stopped with rubber and other im- 
ported commodities. Almost all the 
metals, including iron and steel, of 
which the United States is the world’s 
largest producer, have been set aside for 
war purposes; and equally close restric- 
tions have been placed on the use of 
many other domestic commodities re- 
quired for military use and available in 
limited amounts. such as chemicals and 
plastics. 

For many industrial enterprises, espe- 
cially small concerns. these restrictions 
are virtually equivalent to suspension 
orders, since no satisfactory substitutes 
for the prohibited materials are obtain- 
able. Such concerns have been or will 
be faced with the alternative of shifting 
to war production or closing entirely. 
The shift to war production, unfortu- 
nately, is impracticable in many cases. 
Government procurement agencies are 
forced to turn to the largest. quickest 


and most economical sources of supply, 
and in most instances small plants do not 
meet these requirements. Many small 
establishments have managed to convert 
their facilities and have been saved by 
means of subcontracts let by the larger 
industrial units—a process that has been 
encouraged in every possible way by 
governmental authorities. In a large 
number of cases, however, no such solu- 
tion can be found, and the affected con- 
cerns have been or apparently will be 
eliminated from the industrial system. 

The first phase of industrial conver- 
sion—that of forced curtailment—is 
largely completed, according to a recent 
official statement. The remaining task 
is to put to work the facilities now 
unused or operating on _ curtailed 
schedules. 


Other New Problems 


Another grave problem that has arisen 
during the six war months is that of 
transportation. It has, of course, been 
recognized from the beginning that 
transoceanic shipping facilities would 
be taxed to the limit in meeting the ex- 
traordinary demands of war in the face 
of enemy attack. But the extent of sub- 
marine depredations on American coast- 
wise shipping has apparently been 
greater than was foreseen and has placed 
unexpected obstacles in the way of trade 
not only between the American coun- 
tries but even between United States 
ports. The severe restrictions recently 
placed on the use of motor fuel in coastal 
areas bear sufficient witness to the seri- 
ousness of the situation that has arisen 
from the loss of tankers through enemy 
action, together with the diversion of 
others to war routes. These difficulties 
in marine shipping have substantially 
increased the traffic burden of the rail- 
roads and other overland transportation 
agencies. 

The rather drastic restrictions on 
civilian life that have been necessitated 
by material shortages and _ transporta- 
tion difficulties have been accepted in 
most cases with a spirit that promises 
well for the even more sweeping read- 
justments that appear inevitable. Where 
resistance has been encountered, it seems 
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to have arisen from failure to recognize 
the need for the regulations in ques- 
tion—a failure that is traceable in some 
instances to conflicting statements by 
oficials or to an exaggerated reticence 
on their part in placing the facts before 
the public. The need for secrecy in war 
time is, of course, universally recog- 
nized. But public morale is best main- 
tained and public confidence best 
secured by as much official frankness as 
is compatible with the real demands of 
military secrecy. 

The expansion and acceleration of the 
military program have naturally placed 
the question of Government finances in 
anew aspect. The people of the United 
States are already paying much higher 
taxes than have ever been imposed on 
them in the past. Taxes on business 
have apparently risen more rapidly than 
gross revenues, resulting in a decline in 
net income. Yet a new tax measure that 
would further increase the burden by 
several billion dollars a year is now 
under consideration. Even this, if en- 
acted, would be only a minor factor in 
raising Government revenue to a level 
commensurate with expenditures and 
would be far from sufficient to reduce 
consumers’ purchasing power to a vol- 
ume approximating that of the goods 
available to individual buyers. 

Further rapid increases in the na- 
tional debt are accordingly recognized 
as inevitable. The legal limit of the 
debt has already been “raised to $125,- 
000,000,000, and it seems highly im- 
probable that even this vast amount will 
suffice. The strenuous efforts of the 
Government to encourage the buying of 
war bonds and stamps from individual 
savings are meeting with a considerable 
measure of success; but it still appears 
that, unless a compulsory savings plan 
of some kind is adopted, a large part 
of the war deficit will continue to be 
financed by the banks, with further in- 
creases in the aggregate volume of bank 
deposits as an inevitable result. 


Outlook for Price Control 
These conditions, of course, have been 


such as to exert continuous upward 
pressure on the price level; and the gen- 
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eral price movement, which had been 
marked by increasing stability during 
the three months preceding our entry 
into the war, was sharply upward in 
December, 1941, and in the first four 
months of this year. When it became 
evident that the measures taken up to 
that time were not sufficient to assure the 
requisite degree of price stability, the 
system of individual price ceilings was 
supplemented by a general order fixing 
maximum limits for most wholesale and 
retail prices at the levels prevailing in 
March. 

This step has been followed by an- 
other halt in the upward price move- 
ment, but it is still too early to conclude 
that the greater stability will be perma- 
nent. Several broad groups of com- 
modities are exempt from the provisions 
of the order, the most important con- 
sisting of farm products, or which, under 
the law, no limits can be fixed until 
they attain levels reflecting substantial 
premiums over parity. Nor does the 
regulation apply to wages of any kind. 
Some of the most important categories 
of prices and costs are thus free to rise 
further; and, to the extent that they do 
so, they cannot fail to exert a powerful 
upward pressure on other prices. It is 
not logical to attempt to control price 
levels unless all the essential factors. 
including wages and farm prices, are 
controlled. 

In* most respects the labor situation 
thus far during our participation in the 
war has presented fewer difficulties than 
might have been expected on the basis of 
earlier experience, although the last few 
weeks have witnessd an increase in the 
number of strikes. The comparatively 
favorable record is due largely to the 
voluntary change that took place i in the 
attitude of organised labor with our 
entry into the world struggle. The 
action of the leading nation-wide labor 
organizations in renouncing the right to 
strike “for the duration” has been gen- 
erally followed by local unions, with the 
result that suspensions in war industries 
have been few and on a small scale. 
Consequently no anti-strike legislation 
of the type that was seriously considered 
in the weeks immediately preceding 
Pearl Harbor has been found necessary. 
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SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


BANKERS AND THE FARMER 


Shelbyville, Ind., Republican 


HOUSANDS of bankers throughout 

the country are playing a big part 

in the effort to expand farm produc- 
tion. And they are doing it in a typical 
American manner. Small community 
bankers, working through state, bank- 
ing associations, have over a period of 
years established agricultural programs 
designed to develop better farmers and 
better farms. They initiated these pro- 
grams long before the war, seeking to 
help build a more prosperous agricul- 
tural industry. 

When bankers help the farmers they 
are helping themselves. They know 
that only continuous progress brings a 
rising standard of living and _ better 
living to all. 

The record of the bankers of the 
single State of Oregon in encouraging 
agricultural development, which is typi- 
cal of many other states, is illuminat- 
ing. For the past 13 years the Oregon 


Bankers Association and key bankers 
within the state have promoted rural 
youth activities such as 4-H club work 
and future farmer work through grant- 
ing of premiums and providing means 
of financing projects. They have co- 
operated with farm organizations and 
county agricultural agents in the im- 
provement of livestock, introduction of 
better seeds, expansion of certain crops, 
and they have had members of the 
banking fraternity attend agricultural 
meetings in order to keep informed on 
the agricultural situation. 

Work such as this is being carried 
on in every part of the land. The bank- 
ing industry is lending a supporting 
hand to the smallest farmer in the 
smallest community. If we grasp their 
full significance, we could better appre- 
ciate what is meant by the “free enter- 
prise system.” We could begin to un- 
derstand that this system is the Ameri- 
can way of life. 


CAN PRICES BE CONTROLLED? 


American Institute of Economic Research, Cambridge, Mass. 


HE Office of Price Administration’s 
order establishing price ceilings on 
a wide range of services to con- 
sumers will be less effective in postpon- 
ing the effects of-inflation on living costs 
than the orders governing commodity 


prices. Except for a few standard serv- 
ices such as garment cleaning, it is dif- 
ficult to establish a definite rate, and 
evasions will be relatively easy. The 
order will require a further increase in 
the enforcement organization and it is 
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a question if the results will justify this 
enlargement of the Government’s con- 
trol mechanism. 

It cannot be expected that prices of 
either services or goods can be com- 
pletely controlled by official orders. 
The United States Department of Com- 
merce has recently made a study of 
price controls in England. The follow- 
ing paragraphs summarize the informa- 
tion obtained. 

“These price controls have not pre- 
vented substantial increases in prices. 
Wholesale prices rose 61 per cent from 
the outbreak of war to February, 1942, 
while the cost of living increased 29 
per cent. 

“About half of these increases oc- 
curred in the early months of the war: 
but raw materials and many foods were 
under control during this period, and 
the prices of non-food consumers’ goods 
rose considerably after the Price of 


Goods Act went into effect in January, 
1940. For example, retail clothing 
prices increased almost 50 per cent un- 
der this control. Wholesale food prices 
rose 73 per cent from August, 1939, to 
February, 1942, while retail food prices 
advanced 18 per cent. 

“Although some foods were permitted 
to rise substantially before they were 
brought under control, a more impor- 
tant reason for the increase is that offi- 
cial scheduled prices have been changed 
frequently as supply conditions changed. 
A further reason appears to be that the 
Ministry of Food attempted to set 
prices high enough to cover the costs 
of the highest-cost distributors, even 
those operating at greatly reduced vol- 
ume. The Minister of Foods states that 
the number of food retailers has in- 
creased greatly during the war, cavsing 
reduced volume and a higher operating- 
cost ratio for many firms.” 


WAR MIGRATION 


The Index, New York Trust Company, New York 


EARING the economy of the United 
States to the production of arms 
on the vastest scale ever projected 

by any nation has inevitably resulted 
in dislocations of population and indus- 
try. The very scope and character of 
the effort have made these shifts un- 
avoidable. Not only have like move- 
ments of population, and, to a lesser 
extent, of industry, taken place in other 
countries in connection with their ar- 
mament programs, but a similar large 
internal migration in the previous war 
was experienced in the United States, 
whose population has always been 
highly mobile. 

The influences of war migration in 
1914-1918 in the United States, al- 
though it was less extensive than that 
now in process, were evident in some 
later and serious national problems. 
That war migration was a material fac- 
tor in speeding up the industrialization 
of the United States during the period. 
In the five years from 1914 through 
1918, manufacturing employment alone 
expanded by nearly 2,000,000 workers. 
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The movement of population in that 
period was largely from the farm areas 
to the cities, and especially to the cen- 
ters of war goods production. Conse- 
quently, a secondary result of that mi- 
gration was a shortage of farm labor. 
With the ceasing of work on war con- 
tracts at the end of the conflict, the ar- 
mament centers suffered a relative de- 
pression, causing distress migration of 
the unemployed. Thus, the effects of 
the 1914-1918 migration continued to 
be felt for a considerable period after 
the end of the war. 

The nation has already produced 
more arms in this struggle than it did 
in the last, and a colossal building pro- 
gram lies ahead. Entire industries have 
ceased normal production under orders 
from the Government. New plants for 
the manufacture of war material have 
been constructed in large cities, small 
towns and even farm areas, often draw- 
ing workers from twenty or more states. 
Obviously, the current war migration is 
tremendous, and, in addition, it is com- 
plicated by a number of factors that 
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did not exist in any previous shifting of 
people and plants. Industrialization 
has proceeded apace, traveling has been 
easier than ever before, and the size of 
the effort is the greatest in the history of 
the world. Moreover, this migration 
was superimposed upon a shifting of 
agricultural population which com- 
manded national attention during the 
Thirties. A special Congressional Com- 
mittee set up in 1940 under a resolution 
authorizing it to “inquire into the inter- 
state migration of destitute citizens, to 
study, survey and investigate the social 
and economic needs, and the movement 
of indigent persons across state lines” 
has extended its investigations to cover 
war migration. 

Early in 1941, in the Committee’s re- 
port to Congress, it was pointed out 
that people come to the centers of war 
production “in far greater numbers than 
are required.” In this connection, and 
based on the assumption that there were 
two or three migrants for each one em- 
ployed, it was estimated that “the total 
of defense migrants runs upward of five 
millions.” Since that estimate was 
made, the United States has, of course, 
become actively engaged in the war 


and the armament program has been 
tremendously increased. The movement 
of workers to arms production centers, 
therefore, continued and is still in prog- 


ress. In April of this year it was esti- 
mated by the Institute of Real Estate 
Management that the number of Ameri- 
can families moving household goods 
across country by motor carrier up to 
that time in 1942 had increased over 
the corresponding period of 1941 by 
about 50 per cent. The direction of 
this movement was said to be inland 
from the seaboards to the great war ma- 
terial production centers. 

The Committee investigating migra- 
tion, observing that such centers provide 
new “magnetic poles” of economic op- 
portunity, divides them into four gen- 
eral classes: 

1. Army cantonments, camps, and other 
military establishments which are being en- 
larged. 

2. Powder, bag or shell-loading plants 
in or near small towns in rural areas. 

3. Shipbuilding and aircraft centers, 
both of which are rapidly expanding. 


4. Established centers of production of 
such products as steel, brass, machine tools 
and automobiles. 


People have been pouring into these 
centers ever since the start of the arms 
program. The population of some of 
the smaller communities near Army can- 
tonments increased in the early days of 
the war migration by from 300 to 1,000 
per cent. Many of these communities 
retain large populations of service 
workers after construction work has 
been completed and those engaged upon 
such work have left. The influx into 
some of the larger cities has been even 
greater numerically than into _ the 
smaller towns, although not so large 
percentagewise. For instance, San 
Diego, Cal., with a population in 1940 
of about 200,000, has grown since then 
to more than 300,000 population. Simi- 
lar increases have taken place in other 
war production centers. 

The movement of industry has been 
on a much smaller scale than that of 
population. Most of the early war pro 
duction contracts were awarded to the 
larger companies in the established in- 
dustrial areas. It has been stated that 
12 states with 48 per cent of the coun- 
try’s population received some 85 per 
cent of these contracts. This concentra. 
tion is at least partially explained by 
the necessity for speed and the proved 
ability of the larger companies to de 
liver output. 

More recently, however, the tendency 
has been to decentralize wherever pos 
sible. One reason for this trend is 
strategic dispersal. Another is that the 
impact of the early contracts placed a 
heavy strain upon the housing, health 
and similar facilities of the areas where 
war work was highly concentrated. In 
addition, there was a demand for such 
decentralization from states that did not 
receive the war contracts. Thus, some 
new aircraft plants have recently been 
located in the Mississippi Valley and 
other areas, whereas the early produc 
tion was chiefly in established plants. 
Similarly, shipbuilding contracts, pat 
ticularly for merchant vessels, have 
been awarded shipyards that did not 
participate to any great extent in 
early program. 
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THE FUTURE OF GOLD 


The New 


\HERE was a touch of humor in the 

appearance in a single column re- 

cently of two items from abroad 
relating to gold. One was a report from 
Vichy of discussions provoked by a new 
book called “Gold Is No Longer King.” 
The other concerned a pronouncement 
in Berlin by the vice-president of the 
Reichsbank that “Germany’s currency 
was not based on gold but upon the un- 
flinching confidence of the German peo- 
ple in the Fuehrer.” 

The German pronouncement was cer- 
tainly one way of stating the facts. 
Germany's currency, like Germany’s 
whole economy, today rests only upon 
the hope of winning the war and wring- 
ing from a conquered world sufficient 
loot to make good the enormous gam- 
ble of the Nazi war effort. A defeated 
Germany will be a hopelessly bankrupt, 
ruined country whose currency will be 
worthless. A victorious Germany would, 
no doubt, exact as part of her tribute 
all the gold upon which she could lay 
her hands. Then we might expect to 
hear a different story on the future of 
gold from that nation. 

The French discussion, like so much 
that comes out of Vichy, seems to have 


York Times 


a touch of unreality about it. The 
author of “Gold Is No Longer King” 
contends that the gold standard has 1r- 
retrievably broken down and _ predicts 
that currencies will in the future be 
completely divorced from gold in order 
to permit continuance of the managed 
economies which nations have adopted 
in order to meet their war expenses. 
Against this. Joseph Caillaux seemingly 
argues for restoration of an automatic 
gold standard as a means of calling a 
halt to economic management. 

Neither of these arguments, in so far 
as they are disclosed, seems very sensi- 
ble. It is scarcely to be expected that 
governments, faced with the difficult 
problems of the postwar world, will 
submit to a rigid automatic gold stand- 
ard which could act as a check upon 
expansionist domestic policies or could 
supersede policy in the regulation of 
foreign trade. Certainly war has given 
great impetus to the idea that finance 
must be the handmaiden of trade and 
production rather than an arbitrary 
ruler. On the other hand, if there is to 
be monetary management, how is it to 
be accomplished except through the in- 
strumentality of gold? 


THE THIRD PHASE OF OUR MILITARY EFFORT 


Business Bulletin, Cleveland Trust Company, Cleveland, Ohio 


N this early summertime of 1942 we 

are entering into the third phase, 

and the grim phase, of our military 
effort. The first phase consisted of the 
placing of contracts and the construc- 
tion of new plants. It was accompanied 
by a long, urgent, and still-continuing 
quest for machine tools. The second 
phase consisted of the mass production 
of munitions, and this second phase 
has not yet brought the great volumes 
of output that will be attained by next 
autumn. This phase of our effort has 
been accompanied by the conversion of 
peace-time plants to war-time outputs. 
and by growing recognition of the im- 
portance of many scarce materials. 
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Construction and production were in 
turn the dominant phases, and now they 
have ushered in the phase of combat, 
which will seize our attention and stir 
our emotions, as the other two could 
never do. We are embarking on our 
mightiest national undertaking, the in- 
vasion of Europe against the strongest 
and best equipped armies that have 
ever been marshaled for war. Produc- 
tion must be speeded, ships must be 
built, and men must be trained and 
transported at rates never hitherto 
attained. 

So far in this effort many important 
developments have turned out to be ma- 
terially different from commonly held 





earlier expectations. The conversion 
of plants to the production of munitions 
has taken place more rapidly than was 
expected. They have attained mass 
production volumes of output more 
quickly than was thought possible, and 
the interim unemployment of the con- 
version period has proved to be less 
than expected. On the other hand, en- 
emy interference with our shipping has 
been greater than was anticipated, and 
controls and rationing have been more 
widespread than was foreseen. 

Our men will be armed with weapons 


of better quality than those of any 
other armies, and they will have an 
abundance of them. Our planes are 
more modern and better built than 
those of our adversaries, and again their 
quantity will be in keeping with their 
quality. The combat abilities of our 
naval ships, our airplanes and our sol- 
diers and sailors have already been 
demonstrated. We have grounds for 
full faith in them, and in the leadership 
that guides them. We must insure for 
them full faith in the productive indus- 
try that supports and supplies them. 





A CHECK-LIST FOR SAFE DEPOSIT MANAGERS 


Bulletin, Idaho Bankers Association 


VOID these practices if you would 
have your safe deposit business an 
asset and not a liability: 

Do vou keep the keys to your un- 
rented boxes accessible to one employe? 

Do you ever permit a renter to leave 
his key in your possession? 

Do you ever act as attorney-in-fact, 
for renter, in opening his box? 

Do you allow a renter at any time to 
use your guard key? 

Do you permit a renter to remain 
alone in your vault? 

Do you rent a box, which has been 
surrendered, before putting a different 
lock on it? 

Do you allow the same lock to re- 
main on a renter’s box after he has re- 
voked his deputy? 

Do you allow your porter or a me- 
chanic to work in your vault without 
the vault clerk or another employe be- 
ing present? 

Do you, when a renter’s keys are lost, 
open his box by any other method than 
destroying the lock? 

Do your renters sign for access one 
time and not another, because they are 
in a hurry? 

Do you permit your vault clerk to 
enter your vault alone without the at- 
tention of another clerk or the cashier 
being called to it? 

Do you have a safe deposit vault 
which is constructed as securely as your 
bank’s cash vault? 


Do you exercise as much care in the 
protection of your safe deposit business, 
as do other banks in your community? 

Do you conduct a safe deposit busi- 
ness, no matter how small, without hav. 
ing your customers sign a lease or con- 
tract? 

Do you, Mr. Banker, allow your safe 
deposit business to go along more or 
less on its own momentum because your 
business is small and because you do 
not realize that it can be a serious lia- 
bility to your bank? 


SAFE DEPOSIT OPERATION 
AND MANAGEMENT 


A Symposium of the Best Methods 
and Policies, written by Specialists 
of Experience and Reputation 
This book is a symposium on the 
best methods and policies employed 
by the best managed safe deposit 
departments. It aims to present, 
first, the historical background of 
the safe deposit department, with 
its development in this and other 
countries; second, the construction 
of safe deposit vaults; third, the 
organization of the department, the 
selection of a manager, and the 
manner in which the vaults should 

be managed. 
Price $2.50 
BANKERS PUBLISHING CO. 
465 Main St. Cambridge, Mass. 
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VIEWS 


Recent S peeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience... 


HOW MORRIS PLAN BANK IS ADJUSTING TO NEW CONDITIONS 
By Ricwarp H. Stout 


President, Morris Plan Bankers Association 


OU are confronted with the contin- 
ued determination of the Federal 
Reserve Board to still further re- 
duce consumer loans and financing. .. . 

I cannot tell you what the next de- 
velopment of Regulation W will be, or 
how far it will go. I doubt if anyone 
knows. The pattern is one of continu- 
ing curtailment of term and increase 
in down payment. It seems most un- 
likely that it will stop at 12 months, 
though the trades are making a deter- 
mined effort to head it off there. 

You have in the immediate future a 
broadening of the Soldiers and Sailors 
Civil Relief Act which will not lighten 
your burdens. .. . 

You will be policed by examiners 
who will look to the sincerity of your 
effort to curb unnecessary borrowing 
and work people out of debt. 

You will lose employes to the armed 
forces and the defense industries. You 
will be taxed more heavily and the re- 
turn on your exposure will decrease 
under the continued manipulation to 
hold interest on Government obligation 
toa minimum. You will find it neces- 
sary to give more free services, such as 
those involved in the sale of defense 
securities, which, of course, is right. 

It is only fair that you should ask 
your Association what it proposes to do 
about all this. We have many ideas and 
many plans which admittedly offer no 
rabbits out of the hat that will restore 
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you to a 1941] operating basis. Among 
them are these: 


1. To continue and intensify, as much 
as we can with a diminished force, our 
daily contacts with Government depart- 
ments and similarly affected trades; a 
continuation of the policy of seeking to 
anticipate and to minimize those moves 
which endanger you. The contacts be- 
come more valuable and our efforts are 
not without success though it is true that 
results must be largely appraised on a 
“might have been” basis. 


2. To seek out new lines of business 
which will replace old lines in part and, 
to some extent at least, minimize loss in 
income. By this means we hope to help 
you to ride out the storm and hope also 
that the lines thus developed may be 
sources of additional postwar volume. 


3. To emphasize the production 
rather than the consumption angle of 
Morris Plan lending so as to key these 
efforts directly to the war necessities, 
establish an admitted place for our type 
of business in the war economy and 
spike, for once and all, the tendency of 
Government and public alike to think of 
us as consumer lenders only and hence 
ripe for the ax. 


4. To seize this opportunity to retake 
the leadership in our field, an oppor- 
tunity which arises largely out of the 
timidity or lethargy of some organized 
groups of our competitors; their un- 
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willingness to take a stand for the pres- 
ervation of the business and an _ in- 
herent tendency to run to cover behind 
lines with which they are more familiar 
and which they consider more stable. 
It is out of just such situations as this, 
situations which try men’s souls, that 
groups worthy of survival gain pre- 
eminence. We believe, we hope, our 
group can provide the necessary lead- 
ership. 

The picture is gloomy, but not hope- 
less. The future is gloomy, but it is 
not our nature to give up. We have 
ridden out other storms, but not by cut- 
ting off the engines and drifting. We 
will plow through this one if we keep 
the steam up and the determination at 


work. We must stick together as never 
before. At the very time when we have 
crying need for all of the best brains 
and experience we can muster, many of 
our most promising junior executives 
and some of our senior executives are 
being drawn off into the armed forces. 
The rest of us need each other more 
than ever and we need to keep our con- 
ferences going and our clearing houses 
of information at top efficiency. My 
faith in the ability of Morris Plan ex- 
ecutives to win through to a day of new 
highs can only be misplaced if they lack 
equal faith in themselves.—From an ad- 
dress at a consumer credit clinic held 
by the New England and Atlantic States 
Associations of Morris Plan Bankers. 


THE ECONOMIC CONSEQUENCES OF GERMAN VICTORY 


By Joun A. REILLY 
President, Second National Bank, Washington, D. C. 


ET us try to visualize, from an eco- 
nomic standpoint, if you please, 
what would happen in the event of 

a Hitler victory. 

Our economy is presently geared to 
produce an income in 1942 that the ex- 
perts predict will exceed $100 billion. 
Mark you well that this is the earning 
power and not the basic wealth. It is 
because of this excellent functioning of 
ihe capitalistic system that our stand- 
ard of living is as high as it is in 
America. 

It is amazing how many of our unin- 
formed people think of the capitalistic 
system as a vehicle of the wealthy class 

as something opposed to the interest 
of the laboring group. We, the bank- 
ers, know that such a statement is 
foolish. 

All in the world that the capitalistic 
svstem means is that it is the profit sys- 
tem. I have examined hundreds of 
financial statements of business enter- 
prises seeking bank credit, and I can 
say without fear of contradiction that 
no group has a greater stake in the suc- 
cessful functioning of the capitalistic 
system than the employe group. Every 
operating statement will reflect that the 
principal item of expense is salary and 


wages. How in the world can business 
pay salaries if they don’t earn the 
money to pay them with. You can't 
pay them out of invested capiial, be- 
cause if you do you destroy the back- 
bone of business. Bankruptcy and un- 
employment inevitably follow. 

I shudder to think of the results of 
an Axis victory. What are some of the 
possibilities? 

1. Our Government has _ borrowed 
from individuals, banks, insurance com- 
panies, orphan asylums, schools, and 
many others over $68 billion. Within 
a few months it will reach $100 billion. 
If a new order came into power, the 
first act would be a repudiation of debt. 
Do you realize that such a program 
would break over 15,000 banks in 
America? Without banks, how could 
business go on? What. about the life 
savings of individuals? 

2. One of the grandest things about 
our way of life are the millions of 
homes owned by our people. Few of 
them are clear of incumbrance. If the 
financial and business structures of this 
country collapse, how are our citizens 
going to earn enough money to pay for 
them? The Nazi theory is that all you 
own is surrendered to the state, and 
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after that process is accomplished, the 
government at its pleasure may license 
you to use what was once yours and 
paid for by you, or it may not. 

3. It has been the custom of Ameri- 
can people for generations to set aside 
a part of their income to buy the pro- 
tection of insurance. These companies 
in order to successfully operate must in- 
vest premiums in securities, mortgages. 
and real estate in order to pay death 
and other benefits. The portfolios of 
many of the larger companies are pub- 
lished. If these investments go com- 
pletely sour, how can they pay claim- 
ants? Wouldn’t it be a bright pros- 
pect for our impoverished wives and 
children to be charges upon society 
when we are no longer able to protect 
them? 

4. The educational system of this 
country is the finest in the world. Op- 
portunities are available here that do 
not exist in other lands. This has been 
brought about by endowments created 
by generous people in the past. These 
endowment funds contain stocks and 
bonds of the Government, railroads, 
utilities, and a wide variety of corporate 
entities. Destroy these funds and you 
have rendered a death blow to the very 
soul of our democracy. 

5. Let us take a look at the over-all 


picture. The accumulated wealth of 
the nation as represented by urban and 
agricultural land; residences and other 
buildings; industrial establishments, 
warehouses, stores, railroads, highways 
and other transport facilities; industrial 
equipment, rolling stock, trucks, buses 
and ships; stocks of goods in the hands 
of producers, distributors, and consum- 
ers; supplies of gold and silver are es- 
timated to be worth in excess of $300 
billion. It is difficult for the human 
mind to grasp the significance of a sum 
such as this. Yet it was created by the 
labors of our own free people who were 
assured that the fruits of their efforts 
would be protected by an honest and 
honorable government. I challenge any 
system of government on this planet to 
show a better record. 

We could mention many other things 
if time permitted, but I feel that I have 
touched enough of the highlights to 
make us think a little. It is easy to 
visualize that if our people by their 
complacency and lethargy permit our 
economy to be smashed—132,000.000 
people, for the purpose of maintaining 
an existence, will scramble for what is 
left. and barbarism of the worst order 
will prevail——From an address before 
the Philadelvhia Conference of Bank 
Auditors and Comptrollers. 


THE EMPLOYE’S PART IN GETTING NEW BUSINESS 


By Ernest E. Masters 


Manager New Account Department, Birmingham Trust and Savings Company, 
Birmingham, Ala. 


A a bank’s new business prospects 
are analyzed, it seems to me that 

they are necessarily divided into 
two major categories, namely, outside 
prospects and inside prospects. Out- 
side prospects are those individuals and 
businesses within the trade area of the 
bank who are not now doing business 
with it. Inside prospects are those who 
are already doing business with one or 
more departments of the bank. 

In soliciting inside prospects, the 
new business department makes a care- 
ful study through the central informa- 
tion file of all customers of the bank to 
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determine what other facilities they 
might well use. When this plan was 
first inaugurated it was found that ap- 
proximately 75 per cent of the custom- 
ers were prospects for additional serv- 
ices. We compiled a list of those par- 
ticular prospects and assigned a group 
to each teller. From the public rela- 
tions standpoint, a teller has one of the 
most responsible positions that can be 
held by any bank. 

Every employe of any bank is the 
representative of that bank to a cer- 
tain group of people. In all proba- 
bility he is the only employe of the 
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bank whom some of our customers 
know. Therefore, in his field of social 
contacts he is the bank, and the im- 
pression he creates to a large degree 
is reflected in the respect these friends 
have for the institution itself. His pub- 
lic relations efforts extend to all his 
contacts, whether it be at parties, at 
church, or at outdoor recreations. Real- 
izing these facts, we encourage employes 
to participate in church, social and civic 
affairs in their respective communities. 


We keep a map of the city on which 
appear the residential locations of every 


employe of the bank. Whenever a 
newcomer moves into a community and 
the available information indicates that 
he would be a desirable customer, the 
new business department calls it to the 
attention of the employe living nearest, 
informs the employe of the facts in the 
case, and suggests that he make a social 
call at an early date. Written reports 
of these calls are made to the new 
business department, and the results re- 
flect the success of the contacts.—From 
an address before the National Educa- 
tional Conference of the American In: 
stitute of Banking. 


U. S. CREDIT IN THE POST-WAR ERA 


By Henry H. HeIMAnn 
Executive Manager, National Association of Credit Men 


HE course of credit parallels the 

progress of civilization. Let us 

therefore have the courage to use 
our credit judiciously once the strug- 
gle has ended. Let us bring relief to 
the suffering abroad. It will be bread 
cast upon the waters, for it will return 
to the world an appreciation of the 
things that are noble and good, things 
that follow the doctrine of the Man who 
preached a message of brotherly love 
that has survived through all the ages. 

Let us thoroughly understand, as we 
could never understand in any peace- 
time period, that all of the material 
resources of the world are of no value 
unless they are used for the purpose of 
contributing to a better way of life. 
The exception to this must necessarily 
be their contribution to the struggle to 
maintain our ideal of a better way of 
life. 

If we have this vision before us, and 
if we have the courage to put into effect 
these credit policies, then it can truly 
be said that the likelihood of a long 
peaceful era is a quite reasonable ex- 
pectation. 

A man who has an opportunity to 
work, to clothe and feed himself and 
his family, to provide them with ade- 
quate shelter, is not a subject upon 
which dictatorship can thrive. He tills 


no soil from which arise the poisonous 
weeds of doom and destruction. He 
gathers, instead, the blossoms of pros- 
perity and peace that spring from the 
soil of freedom and human definity. 

These are the goals that should be 
constantly before us. The ideals can 
be reached, and we in this country— 
you and I—can play a major part in 
attaining them. 

One of the very important home-front 
economic battles that we have faced is 
that of rising price structures to the 
point of serious inflation. 

It is idle to speak of control of infla- 
tionary forces if we approach our pro- 
gram in a cowardly fashion. This war 
entails sacrifice, not for the other fellow, 
but for you and me, for every living 
human being. 

No segment of our people, irrespec- 
tive of their political strength or their 
bellicose attitude, or their blustering 
demand, should escape this sacrifice— 
nor can they escape it if we are to be 
successful. 

A price-control program cannot work 
in three spheres if it leaves a fourth un- 
covered. It cannot apply to the middle 
class and miss the wage earner, the 
farmer or the extremely wealthy. Limi- 
tations of profits are part of limitations 
of wages. Limitations of food costs and 
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rationing are part of a controlled econ- 
omy. 

We do not wish these unnatural re- 
strictions in eras of peace. We recog- 
nize they violate sound economic laws— 
but so does war. And even the most 
conservative must be ready to acquiesce 
in some measure of violation of eco- 
nomic laws in the interest of defending 
our economic system. Hence we must 
stand back of a price-control program, 
constantly correct its weaknesses, and 
courageously make it all-inclusive. 

This is no period for the permanent 
accumulation of capital. I do not mean 
to suggest that it is no period for 
thrift. Savings were never more essen- 
tial. But those savings in the end, at 
best, can only restore the purchasing 
power that a rising price structure has 
liquidated. 

In addition, they must be dedicated 
for use during a readjustment period. 


We are face to face with the proposition 
of not only saving our way of life but 
also of saving our life’s savings. What- 
ever accumulation has been the reward 
of thrift and of industry should be de- 
fended at all costs. Unless we do de- 
fend it and are willing to make sacri- 
fices, how can our heart and soul be in 
the military struggle. 

Convince the American people that 
the burden is equally distributed accord- 
ing to their ability and they will meet 
any call for sacrifice. This will follow, 
whether the sacrifice takes the form of 
heavier tax bills, restricted use of peace- 
time goods, savings programs or physi- 
cal effort. 

But the burden must be placed as 
equitably as possible, or in the end it 
will throw our economic machinery out 
of adjustment and disrupt our forces of 
production.—From an address before 
the 47th Annual Credit Congress. 


STATEMENT ANALYSIS TODAY 


By Joun L. REESE 
Assistant Cashier, First National Bank, Birmingham, Ala. 


T is a known fact that the financial 

position of every business is con- 

stantly changing, either for better 
or for worse. Distortion of financial 
position means that the various classes 
of balance sheet items do not bear the 
proper relation to each other. It is for 
indication of such distortions that the 
analyst searches. From this viewpoint, 
therefore, the problem is not one of 
studying the actual amounts shown on 
the balance sheet, but rather one of 
relationships between the class of items 
composing the statement. 

For the proper analysis of a state- 
ment, complete information gathered by 
reliable accountants is a prime requi- 
site. Such information should include 
detailed schedules and explanations of 
all important items. Then, and only 
then, is the analyst in a position to de- 
termine the true condition of a business 
enterprise. For ready reference and 
uniformity of segregation, both the bal- 
ance sheet and profit and loss statement, 
for each fiscal period, should be set up 
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on a comparative form. Also, this pro- 
cedure enables the analyst, as well as 
the loan officer, to see at a glance the 
trend. 

It is the duty of the analyst to deter- 
mine if the following rules are observed 
by the company whose statement is 
under consideration: 


1. Investments in fixed assets must be 
held to reasonable limits, depending on size, 
location, and industry. 

2. Both current and fixed liabilities must 
be kept in proper relation to working capi- 
tal and tangible net worth. 

3. Inventory must be turned over a nor- 
mal number of times annually. 

4. Receivables must be kept liquid. 

5. Working capital must be adequate. 


If these simple rules are consistently 
reflected in balance sheets, many of the 
unfortunate tragedies affecting business 
enterprises in our daily economic life 
will be eliminated—From an address 
bejore the National Educational Confer- 
ence of the American Institute of 
Banking. 
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Advertising and 
Publie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Next Time Have Money 


Instead of urging their customers to 
borrow to meet their income tax obliga- 
tions, the Mississippi Valley Trust Com- 
pany, St. Louis, Mo., suggests accumlat- 
ing the cash by regular systematic sav- 
ing. Text of a recent savings depart- 
ment ad reads: 

“Were you ‘short of funds’ at income 
tax payment time this year? Want to 
save yourself a headache next year? 
Begin to save now. On the basis of this 
year’s tax, estimate what you will have 
to pay next year. Divide this amount 
by the number of weeks between now 
and next March 15. Make regular de- 
posits to your savings account accord- 
ingly.” 


Don’t Handicap Your Doctor 
Under this heading the Valley Na- 


tional Bank, with branches throughout 
Arizona, discusses the folly of putting 
off necessary medical attention through 
lack of immediate cash. Text reads: 

“Your doctor’s worst enemy is time. 
Time can convert a simple appendec- 
tomy in something truly serious . . . a 
minor heart condition into a tragedy 
...acurable cancer into a fatal growth. 
Minor operations become major opera- 
tions with the passing of time . . . often 
a little time. For every day of ‘putting 
off increases the odds against which a 
doctor must fight. 

“Many people postpone necessary 
medical attention because of the ex- 
pense involved. Unfortunately, time 


and disease do not respect financial 
problems. 

“The Valley National Bank makes 
economical Personal Loans to individ- 
uals for the very purpose of paying for 
medical care. Such loans can be repaid 
in easy monthly instalments, arranged 
to fit the borrower’s financial circum- 
stances. So if you know someone who 
is putting off a call on his doctor be- 
cause he lacks the necessary funds, urge 
him to come to the Valley Bank—and 
see his doctor IN TIME.” 


War Bond Leaflet 


An attractive illustrated leaflet has 
has been issued by the Seattle Trust and 
Savings Bank titled “Backstage with 
Your War Savings Bonds.” It illus- 
trates pictorially the eight steps in the 
bank’s payroll deduction plan. Cap- 
tions under the eight photographs repro- 
duced read: 

Step 1: Cebert Baillargeon (left), 
President Seattle Trust & Savings Bank 
and H. W. McCurdy, President of Asso- 
ciated Shipbuilders, discuss installation 
of payroll savings plan. 

Step 2: Pay day in Seattle is War 
Bond day. Each employe subscribing 
authorizes a deduction, on forms sup- 
plied by the bank, indicating the 
amount he wishes deducted from his pay 
check for War Savings Bonds. 

Step 3: When the list of payroll de- 
ductions is first received by the bank, 
an addressograph plate and individual 
ledger are made for each subscriber. 
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Mrs. Gardner is operating the addresso- 
graph. 

Step 4: Mrs. Wilson and Mrs. Otis of 
the War Savings bond department post 

ayroll deductions on each subscriber's 
individual ledger until sufficient funds 
are accumulated to purchase a bond. 

Step 5: When bonds are ready to be 
issued. Mrs. Clark of the Addresso- 
graph Department imprints your name 
on the bond and on the U. S. Treasury 
duplicate forms which register owner- 
ship and other details of your purchase. 

Step 6: Miss Siefertson of the Re- 
cordak Department photographs the 
U. S. Treasury Department record of 
each bond you buy to provide a perma- 
nent bank record for your protection in 
proving ownership in event of loss. 

Step 7: Frank Cunningham of West- 
ern Gear Works and Mayor Earl Milli- 
kin of Seattle, two of the thousands of 
subscribers for War Savings Bonds 
under the payroll deduction plan, re- 
ceive safe-keeping receipts from Miss 
Kennedy. 

Step 8: After the safe-keeping receipt 
is issued, the bond is filed in the bank’s 
great vault by Miss Davis. This free 
service is maintained for you and thirty 
thousand other workers for whom this 
payroll deduction plan was developed. 

The leaflet explains that the entire ex- 
pense of the campaign is borne by the 


bank. 


U. S. Navy in Miniature 


Fifteen thousand persons are said to 
have viewed a recent exhibit put on as 
a lobby display by the Bridgeport-City 
Trust Company, Bridgeport ,.Conn. The 
exhibit was the U. S.’s two-ocean, six- 
teen-billion-dollar navy—in miniature 
—as it will be constituted in 1946. The 
display was put on as a combination 
contribution toward promoting the sale 
of War Savings Bonds and Stamps and 
stimulating Navy recruiting in the 
Bridgeport area. 

To house the 703 ship models, hand- 
carved out of pine and birch, the bank 
erected a special platform 8 by 10 feet 
decorated in Navy style down to a ship’s 
clock which struck the time in sea-going 
fashion every half hour. 
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“EYE-CATCHERS” 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


How Do the New Credit Regu- 

lations Affect You? 

—First Wisconsin National Bank 
of Milwaukee. 

Yes, You Can Still Make Home 

Improvements 

—First National Bank, Oshkosh, 
Wis. 

Here’s Money to Buy 

Winter’s Coal 


—Third National 
ville. Tenn. 


Protecting the Investments of 

Men at War 

—Wachovia Bank and Trust Com- 
pany, Winston-Salem, N. C. 

The Time to Save is When 

You’re Making Money!! 

—Maryland Trust Company, Bal- 
timore, Md. 


Your 


Bank, Nash- 


Models of the 403 ships in actual 
service were shown built to a scale of 
one inch to 100 feet and faithfully re- 
producing every detail of smoke stacks, 
turrets and guns. Tiny hulls were used 
to indicate the 303 ships under construc- 
tion. The entire collection showed 35 
battleships, 20 aircraft carriers, 378 
destroyers, 90 cruisers and 180 submar- 
ines. If paraded in single file the actual 
ships would stretch out more than 125 
miles. 


*‘The War and Your Will’’ 


Because “wartime taxes and low inter- 
est make the careful planning of your 
estate distribution more urgent than 
ever before” the Central Hanover Bank 
and Trust Company, New York, has is- 
sued a new booklet, “The War and Your 
Will” which is being sent on request to 
trust department prospects. The book- 
let describes how others are solving 
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this problem—how they are actually in- 
creasing future security for their fam- 
ilies in spite of wartime economic 
changes. Entirely practical, it suggests 
specific ways to meet new problems and 
contains illustrative examples and 
charts. 


To Rent Safe Deposit Boxes 
The Mosler Safe Company, Hamilton, 


Ohio, has just issued a series of six 
folders designed to stimulate the rental 
of safe deposit boxes which they are pre- 
pared to furnish imprinted to banks at a 
nominal charge. One of the leaflets 
gives a list of “Ten things that need 
protections” as follows: 

. Stock Certificates. 

. Bonds. 

. Life Insurance Policies. 

. Fire Insurance Policies. 

. Deeds. 

. Wills. 

. Contracts. 

. Inventories. 

9. Bank Books. 


10. Valuable Possessions. 


Summer Repairs 


A recent advertisement of the Morris 
Plan Bank of Virginia points out that 
it is still possible to make summer re- 
pairs and that the Government encour- 
ages home maintenance and repairs. 
Text reads: 

“HOME MODERNIZATION LOANS 
are still a real part of the War Program 
because: (1) The Government wants to 
protect America’s 80-billion-dollar in- 
vestment in homes. (2) Repairs put 
off now mean more costly repairs later 
on. (3) Families of Government and 
War Industry workers must have places 
to live; and putting already-built houses 
in good repair saves large quantities 
of vitally needed materials that would 
otherwise have to go into new construc- 
tion. 

“So don’t let your home get ‘run 
down.’ It will pay you to keep it in 
good repair . . . and that’s what Home 


Modernization Loans are for. No en- 
dorsers are required. Repayment is 
made by convenient monthly amounts. 
Here are just a few of the things you 
can do: 

“Painting and Papering . . . Roof- 
ing and Brickwork . . . Insulating and 
Weatherstripping . Termite-Proof- 
ing .. . Refinishing Floors . . . Repairs 
of all kinds. 

“Another thing: you can make money 
for yourself (and help in the War 
Effort) by converting part of your home 
into an apartment to be rented to War 
Workers. Also, you can save fuel next 
winter . . . and add to your comfort this 
summer . . . by insulating and weather- 
stripping. 

“In the past twelve months, The 
Morris Plan Bank of Virginia has been 
a helpful partner in more than 3,600 
cases of home improvement. You know 
you too will find helpful, willing service 
here at this Bank for the Individual 
. . . the bank to which more than 100,- 
000 Virginia men and women look for 
helpful guidance in their financial 
affairs.” 


Save to Buy it Later 


Now that saving is not only prudent, 
as always, but patriotic, wise savings 
banks are emphasizing the value of sav- 
ing now during the war period to pro- 
vide for future wants. A good example 
of this is a recent advertisement of the 
Dime Savings Bank of Brooklyn. Illus- 
tration shows a new automobile and 
heading reads: “If you can’t buy it now 
save to buy it later!” Text reads: 

“Our country needs war materials— 
and we must conserve them. Our coun- 
try also needs money—lots of it. So we 
must save it. Idle dollars won’t help 
any. Put them in your savings bank 
where they will be loaned to Uncle Sam 
to finance victory. And buy War Bonds 
out of your regular income. 

“When the war is over the money 
you have saved will buy the things you 
can’t and shouldn’t buy today. Saving 
is good practical patriotism.” 


THE BANKERS MAGAZINE for July, 1942 





RIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


A. B. A. Convention Off 


Members of the American Bankers 
Association throughout the country have 
been notified that the annual convention 
of the Association, scheduled this year 
for September 27-30 in Detroit, has been 
cancelled in recognition of the growing 
wartime transportation needs of the 
nation. 

In a letter addressed to A. B. A. mem- 
bers, Henry W. Koeneke, president of 
the Association, stated that the Admin- 
istrative Committee of the Association 
“voted unanimously to cancel plans for 
the convention. “This action,” he said, 
“is in harmony with the request of Jo- 
seph B. Eastman, director of the Office 
of Defense Transportation, who has 
urged that all organizations with large 
memberships cancel or skeletonize their 
conventions in order that uninterrupted 
movements of troops and supplies may 
be assured. Since the Constitution and 
By-Laws of the American Bankers Asso- 
ciation make no provision for a skeleton 
or restricted form of convention, such 
a meeting is neither possible nor desir- 


able.” he added. 


Chase National Statement 


The statement of the Chase National 
Bank, New York. for June 30. 1942, 
was made public July 2. The deposits 
of the bank on that date were $3,595.,- 
451,000. which compares with $3,628,- 
257,000 on March 31, 1942 and $3.615.- 
428,000 on June 30, 1941. 

Total resources amounted to $3.869.- 
464.000 compared with $3,899,439,000 
on March 31st and $3,889,161,000 a year 
ago; cash in the bank’s vaults and on 
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deposit with the Federal Reserve Bank 
and other banks, $1,137,399,000 com- 
pared with $1,254,614,000 and $1,311,- 
005,000 on the respective dates; invest- 
ments in United States Government 
securities, $1,573,405,000 compared with 
$1,417,883,000 and $1,437,225,000; 
loans and discounts, $822,753,000 com- 
pared with $830,806,000 and $773,- 
392.000. 

On June 30, 1942, the capital of the 
bank was $100,270,000 and the surplus 
$100,270,000, both amounts” un- 
changed. 


The undivided profits on June 30, 
1942, after deducting $5,180,000 from 
that account for a semi-annual dividend 
payable August Ist, amounted to $40,- 
800,000 compared with $43,043,000 on 
March 31, 1942, and $37,183,000 on 
June 30, 1941. 

Earnings of the bank for the second 
quarter of 1942, after increased allow- 
ance for taxes, amounted to 40 cents per 
share, compared with 42 cents a share 
in the second quarter of 1941. 


Manufacturers Trust Statement 


The statement of condition of Manu- 
facturers Trust Company, New York, 
as of June 30, 1942, shows deposits of 
$1.041.290,929 and resources of $1.- 
136,818,521. Deposits are reported 
over one billion dollars for the first 
time. These figures compare with de- 
posits of $949,477,244 and resources of 
$1,044.876,094 shown on June 30, 1941. 

Cash and due from banks is listed at 
$363.455,727 as against $338,701.839 
a year ago. United States Government 
Securities stand at $373,772.504; one 
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year ago the total was $346,935,.913. 
Loans and bills purchased amount to 
$287.446.670, which compares with 
$246,503.520 a year ago. 

Preferred stock is shown as $8,599,- 
540, common as $32,998,440, and sur- 
plus and undivided profits as $43,- 
086,937. 

Net operating earnings for the three 
months ending June 30, 1942, after 
amortization, taxes, etc., as well as divi- 
dends on preferred stock, but before 
write down of banking houses, was $1.,- 
563,292, or 95 cents a share. Of this 
amount, $824,959 was paid in dividends 
on the common stock, $111,751 was used 
to write down banking houses, and 
$626,582 was credited to undivided 
profits. Undivided profits account was 


further increased this quarter by a re- 
version to undivided profits of $293,240 
reserved during the first quarter for the 
retirement of 14,662 shares of preferred 
stock, which shares were actually retired 
during the second quarter. 


Clearing House Gets Portrait of 
Buckner 


A portrait of the late Mortimer N. 
Buckner, chairman of the board of the 
New York Trust Company and past 
president of the New York Clearing 
House Association, painted by Raymond 
P. R. Neilson, N. A., has been presented 
by the New York Trust Company to the 
Clearing House Association where it is 
being hung in the assembly room. The 
portrait of Mr. Buckner takes its place 
with portraits of twenty-seven past presi- 
dents of the Clearing House, dating back 
to 1853 when the Association was 
formed. 

Mr. Buckner, who was chairman of 
the board of the New York Trust Com- 
pany from 1921 until his death on 
February 25 of this year. was elected 
president of the Clearing House for two 
terms, 1932 and 1933, and his distin- 
guished services in that capacity during 
the bank holiday in 1933 were generally 
recognized. As chairman of the Clear- 
ing House Committee in 1931, he was 
active in mobilizing the private bank 
resources of the nation to stem the tide 
of the growing crisis. The National 
Credit Corporation was organized under 


his leadership and, as its president, he 
directed the assistance to banks through- 
out the country. 

In addition, he was committee chair- 
man for the Second Federal Reserve 
District of the Deposit Liquidation 
Board of the Reconstruction Finance 
Corporation. He had been a member 
of the bank board of the State of New 
York since 1932 and served in an execu- 
tive capacity on the boards of a large 
number of other corporations and charit- 
able institutions. 


Leonard P. Ayres 


Brig. General Leonard P. Ayres, now 
chief of the Service of Statistics in the 
War Department, Washington, was re- 
tired for age on June 30 and on July 
6 will return to his duties as a vice-presi- 
dent of the Cleveland Trust Company, 
from which he has been on a leave of 
absence since October 7, 1940. He has 
been an officer of the bank since 1920. 

As a result of a law passed in 1940 
to go into effect in 1942, all colonels 
reaching the age of 60 and all brigadier 
generals reaching the age of 62 by June 
30. 1942. will be retired for age. This 
will affect some 300 of the higher rank- 
ing officers in the army and General 
Ayres is included in that number. 

General Ayres served as chief statis- 
tical officer of the American Expedi- 
tionary Forces in the last war and later 
was a member of the American Commis- 
sion to negotiate peace. He holds the 
Verdun, Victory and _ Distinguished 
service medals and in the last war 
served as director of Statistics of Coun- 
cil of National Defense, War Industries 
Board, Priorities Board. Allied Pur- 
chasing Committee; American member 
Bureau de Statistique Interallie, and 
Economic Advisor to the Dawes Plan 
Committee. 


Guaranty Trust Appointments 


Eugene W. Stetson, president of the 
Guaranty Trust Company of New York, 
has announced the appointment of 
Robert A. Jones as a vice-president. Mr. 
Jones, who has been personal trust offi- 
cer of the Company since June 18, 1936, 
was born in Brooklyn. He was grad- 
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uated from Erasmus Hall in 1918, and 
received degrees from Colgate Univer- 
sity in 1922 and from Harvard Law 
School in 1925. 

Mr. Jones was an attorney on the staff 
of Larkin, Rathbone & Perry from 
August, 1925, to January 1, 1927. He 
was then with Davis Polk Wardwell 
Gardiner & Reed until January 16, 1928, 
when he entered the personal trust de- 
partment of the Guaranty Trust Com- 
pany. He was appointed an assistant 
trust officer on December 19, 1929. 

Mr. Stetson also announced the ap- 
pointments of S. Hobart Lockett and 
Don C. Kreger as assisatnt trust off- 
cers of the company. 


Milton A. Schwartz 


The Guaranty Trust Company of New 
York has announced the appointment of 
Milton A. Schwartz as assistant comp- 
troller. 


Condensed Version of Regulation W 


A condensed version of Regulation 
“W” as revised to May 6, 1942, contain- 


ing the changes that have been made in 
the regulation in recent months that are 
of importance to banks engaged in the 
consumer credit lending field, has been 
sent by the American Bankers Associa- 
tion to its membership, it is announced 
by Walter B. French, A. B. A. deputy 
manager. 

The Association’s condensed version 
of the regulation deals with new rulings 
established by the Board of Governors 
of the Federal Reserve System covering 
instalment sales, instalment loans, re- 
newals, extensions and single payment 
loans, as well as down payments and 
time limits for instalments. 

It is brought out in the summary that 
down payments on all articles listed by 
the Reserve Board are now 33 1/3 per 
cent, with the exception of furniture and 
pianos, on which the down payment is 
20 per cent. As in the past, no down 
payments are required on consumer 
credit loans for the purchase of unlisted 
articles and services, or for home mod- 
ernization. 

Maximum maturity on all loans is 
now 12 months, except for automobile 


and motorcycle loans, which have a 
time limit of 15 months. Minimum pay- 
ments on all loans may be not less than 
$5 per month, or $1.25 per week. Loans 
may be renewed, the Association’s sum- 
mary of the revised regulation says, 
provided that such renewals do not ex- 
tend the time limit of the loan beyond 
the maximum period allowed. For ex- 
ample, an automobile loan made orig- 
inally for 12 months may be extended 
to 15 months, the maximum for this type 
of loan. 

“Although consumer credit in com- 
mercial banks has been, of necessity, 
seriously curtailed by the present 
economy,” the Association’s condensa- 
tion of the regulation asserts, “we be- 
lieve it is essential to our private char- 
tered banking system to maintain the 
dominant position of the banks in this 
important field of service to the general 
public.” 


New York Trust Dividend 


At the meeting of the Board of Trus- 
tees of the New York Trust Company 
held June 9, a quarterly dividend of 3% 
per cent .$0.8714 per share) on the capi- 
tal stock of the company was declared 
payable July 1, 1942, to stockholders of 
record at the close of business on 
June 20, 1942. 

Following the meeting, John E. Bier- 
wirth, president, announced the ap- 
pointment of Harold M. Mills as assist- 
ant secretary. Mr. Mills was formerly 
manager of the real estate and mortgage 
department. 

Mr. Bierwirth also announced the 
renewal of the bonus to non-officer em- 
ployes receiving salaries of $6,000 or 
less. The bonus, covering the second 
quarter, is payable July 3. 


New War Savings Bond Manual 


As a further aid to banks in their 
already intensive activity in the selling 
of War Savings Bonds, the U. S. Treas- 
ury at Washington has mailed to the 
commercial and savings banks of the 
nation a new 32 page manual entitled 
“Helping Your Bank Sell U. S. War 
Savings Bonds,” which, as Secretary 
Morgenthau describes it, “outlines the 
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form and develops various suggestions 
which can be considered vital to a 
cordinated plan for the promotion of 
United States War Savings Bonds.” 

The booklet is a joint undertaking of 
the Treasury Department and the Ameri- 
can Bankers Association which codper- 
ated in its preparation. It contains a 
plan for training bank personnel for 
the selling of war bonds and suggestions 
for windew and lobby displays, repro- 
ducing in picture form displays used 
successfully by banks. It also furnishes 
specimen newspaper advertisements, 
some from the advertising service of the 
American Bankers Association and 
others from the Treasury War Savings 
Bond staff service, together with repro- 
ductions of advertisements already used 
with good effect by banks. 


Bank Records Destruction Schedule 


The Minnesota Bankers Association, 
Minneapolis, has just issued a valuable 
pamphlet for the use of its members 
entitled “Schedule for Destruction of 
Bank Records and Minimum Retainment 
Periods.” The booklet is the culmina- 
tion of several months of thought and 
study of the Twin Cities Auditors and 
Comptrollers Conference, working in 
conjunction with the secretary and the 
attorneys for the Minnesota Bankers 
Association. The periods of retention 
set out in the schedue are necessarily a 
compromise between keeping all records 
as long as there is the slightest chance 
that they might be referred to and the 
limitations of storage space. 


Chase Bank Promotions 


Fred C. Eggerstedt, John J. Lendrum, 
John D. Revene and Carl W. Weis have 
been promoted to second vice-presidents 
of the Chase National Bank, New York. 
Cloyd H. Huffard has been appointed 


an assistant cashier. 


R. W. Hill Given Honorary Degree 


An honorary degree of master of arts 
was conferred on Richard W. Hill, regis- 
trar of the Graduate School of Banking 
of the American Bankers Association, 
at the G. S. B. commencement exercises 
last month by Robert C. Clothier, presi- 
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dent of Rutgers University. In con- 
ferring the degree upon Mr. Hill, Dr. 
Clothier read the following citation: 

“Over the years you have rendered 
distinguished service as author, editor 
and practitioner in the field of law. You 
have conscientiously discharged the 
duties inherent in your position as a 
public official of the City of New York. 
Throughout your long and fruitful 
career you have displayed unusual tal- 
ent in business and educational admin- 
istration. In recognition of these 
achievements and as a personal tribute 
to you I am authorized by the trustees 
of Rutgers University to confer upon 
you, honoris causa, the degree of Mas- 
ter of Arts.” 

Mr. Hill has been registrar of the 
Graduate School of Banking since its 
inception in 1935. He was national sec- 
retary of the American Institute of Bank- 
ing for 22 years, and has been secretary 
of the American Bankers Association 


since November 1, 1937. 


Walter G. Nelson 


Fifty years ago, on June 18, 1892, 
Walter G. Nelson started his banking 
career as an office boy to James T. 
Woodward, president of the Hanover 
National Bank. Since then Mr. Nelson 
has been continuously in the employ of 
that bank and its successor, Central 
Hanover Bank and Trust Company, New 
York. : 

From office boy rank, Mr. Nelson was 
promoted to the loan department. was 
later made loan clerk in charge of Wall 
Street, merchandise and personal loans, 
and the banks investments. In 1922 he 
was appointed an assistant cashier and 
became an assistant vice-president in 
1929, which office he now holds. 


Walter K. Hardt 
Walter K. Hardt has been elected vice- 


president and a director of Girard Life 
Insurance Company at a meeting of the 
board of directors in Philadelphia. 

For a number of years engaged in 
the banking business in Philadelphia, 
Mr. Hardt, since 1935, has been actively 
identified with insurance. He has been 
vice-president and a director of Haugh- 
ton & Co., Inc., general insurance, 
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Fidelity-Philadelphia Trust Building, 
and vice-president of the Presbyterian 
Ministers Fund for Life Insurance, of 
which latter organization he is a life 
corporator. 

Mr. Hardt was formerly vice-presi- 
dent of the Fourth Street National Bank, 
vice-president and a director of the 
Franklin-Fourth Street National Bank, 
vice-president and a director of the 
Philadelphia National Bank, and presi- 
dent and a director of Integrity Trust 
Company, from which latter institution 
he resigned in 1935 to become vice- 
president of Haughton & Co., Inc. 


Merrel P. Callaway Resigns 


Eugene W. Stevens, president of the 
Guaranty Trust Company of New York, 
has announced the resignation of Merrel 
P. Callaway as chairman of the Trust 
Investment Committee of the Board of 
Directors. Mr. Callaway has recently 
been appointed sole trustee of the Cen- 
tral of Georgia Railway Company, with 
headquarters at Savannah, Georgia. He 
will be in New York periodically, how- 
ever, and will maintain for the present 
at his quarters in the Guaranty Trust 
Company. 

Mr. Callaway retired January 1 this 
year as vice-president and head of the 
Guaranty’s fiduciary department, but 
continued after his retirement as chair- 
man of the Trust Investment Committee 
of the board and in a general advisory 
capacity. He had been associated with 
the company since 1919, and is widely 
known in the fiduciary field through his 
long active service in trust organizations. 
He served as vice-president of the Trust 
Division, American Bankers Associa- 
tion, in 1934-35, and as its president in 
1935-36. He was one of the organizers 
of the Corvorate Fiduciaries Association 
of New York City, and served as its 
vice-president in 1923 and president in 
1924 and 1925. 


National City Has Anniversary 


Active participation in financing six 
major American wars has marked the 
historv of the National City Bank of 
New York which last month celebrated 
its 130th birthday. The bank’s aid to 


the government in providing funds for 
war expenses began with the War of 
1812, to which it contributed for itself 
and customers $1,000,000. 

The bank had its beginning with the 
incorporation of the City Bank of New 
York June 16, 1812, two days before 
the start of the War of 1812 and one 
week before Napoleon invaded Russia. 
Colonel Samuel Osgood, a commander 
of the Minute Men at Lexington, and 
first Postmaster General of the United 
States, was its first president. 

After the battle of Bull Run, the 
president of the City Bank was chair- 
man of a committee of New York bank- 
ers which advanced to the treasury $50,- 
000.000 at once and $100,000,000 more 
in two installments to help finance the 
Civil War. When the national banking 
system was organized to support the 
war effort the City Bank joined the new 
system and became the National City 
Bank of New York. 

Since Pearl Harbor in the present 
emergency the bank has subscribed for 
itself and customers more than one bil- 
lion dollars of Government securities. 
More than 600 of its staff are now in 
the armed services. 

National City was the first United 
States national bank to establish a 
branch overseas—in Buenos Aires in 
1914—and today it has _ thirty-five 
branches in Latin America. Its first 
domestic branch was opened at 42nd 
Street and Madison Avenue in 1921 and 
today it has sixty-six scattered over the 
five boroughs. 

It was first opened at 52 Wall Street 
and has been located in the immediate 
vicinity ever since with the exception of 
a short period when the 1822 epidemic 
of yellow fever caused a general exodus 
of Wall Street business houses to Green- 
wich Village. 

Basic structure for the present head 
office at 55 Wall Street was completed 
100 years ago this year. It is the site 
of the old Merchant’s Exchange which 
was destroyed in the great fire of 1835. 
The new building was opened in 1842 
and in 1908 was romedelled to become 
the home of the Nationa! City. 


National City started business in 1812 
with a paid-in capital of $800,000, 
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which figure stayed that way until 1853, 
when it was increased to $1,000,000. As 
late as 1892, eighty years after its organ- 
ization ,capital stood at one million dol- 
lars, surplus and undivided profits at 
214 millions and deposits at but 
twenty-four millions. Commencing with 
the early years of the present twentieth 
century, the growth became more 
marked. Capital was increased in 1900 
from $1,000,000 to $10,000,000, and 
two years later from $10,000,000 to 
$25.000.000 at which figure it stood 
until 1920 when, with deposits of 
approximately $700,000,000, its. capital 
was again increased to $40,000,000 and 
its capital structure, including both sur- 
plus and undivided profits, for the first 
time exceeded $100,000,000, with total 
resources in excess of $1,000,000,000. 

On March 31. 1942 total resources of 
the National City Bank amounted to 
$3.170.000,000, including $77,500,000 
capital, $96,000,000 surplus and undi- 
vided profits and $2,964,000,000 de- 
posits. 

Another unit of the National City 
organization, the City Bank Farmers 
Trust Company, the trust affiliate. cele- 
brated its 120th anniversary February 
28 last. 


Savings & Loan Convention Off 


Plans in the making for the past two 
years to celebrate the first half-century 
of the United States Savings and Loan 
League with a Fiftieth Annual Conven- 
tion in 1942 in Chicago have been aban- 
doned to help lighten the war transpor- 
tation burden. 

The savings and loan league head in- 
dicated that plans are being discussed 
for a skeletonized annual meeting which 
will permit the functioning of the gov- 
erning bodies of the league. This would 
provide opportunity further to imple- 
ment the business in its sale of War 
Bonds. which has been undertaken by 
2.600 institutions, and in the financing 
of needed war housing which in April 
derived $20,000,000 from this source. 

Original date and place scheduled for 
the fiftieth annual convention was the 
second week of November in Chicago. 
and the skeletonized annual meeting will 
probably be called for the same time 
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and place. It will probably be arranged 
for such codperative bank and savings 
and loan executives as are available at 
that time to confer with officials of the 
Treasury Department, the National 
Housing Agency, the War Damage In- 
surance Corporation, and whatever 
other Government officials by that time 
may be related to war responsibilities 
of the thrift and home financing insti- 
tutions. 


Guaranty Trust Statement 


The statement of condition of the 
Guaranty Trust Company of New York 
as of June 30, 1942, issued July 2, 
shows total resources of $2,587,712.- 
318.91 and deposits of $2,289,224,- 
762.88. Current total resources com- 
pare with $2,555,077,766.63 shown at 
the time of the last published statement, 
March 31, 1942, and deposits now com- 
pare with $2,256,851,587.93 on March 
31, 1942. 

The current statement shows holdings 
of U. S. Government obligations of $1,- 
306.319.582.86, and loans and _ bills 
purchased of $511,072,404.96. The 
company’s capital, surplus, and undi- 
vided profits remain unchanged at $90,- 
000,000, $170,000,000, and $19,,470,- 
856.52, respectively. 


National City of Cleveland 


Elevation of three officers of The Na- 
tional City Bank of Cleveland has been 
announced by Sidney B. Congdon, 
president of the bank. Assistant Vice- 
Presidents Robert M. Hornung and Ed- 
ward N. Dekker both became vice-presi- 
dents, while Assistant Cashier Jay E. 
Borchard has been promoted to assist- 
ant vice-president. These changes be- 
come effective July 1. 

Mr. Hornung is a graduate of the 
University of Michigan and The Gradu- 
ate School of Business Administration 
at Harvard University. He entered the 
banking field in 1928 with The First 
National Bank of Detroit, and after two 
years resigned to become an instructor 
at the Graduate School of Business Ad- 
ministration at Harvard. He joined the 
staff of The National City Bank of 
Cleveland in July, 1934, and was made 
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assistant cashier in September, 1937. 
His appointment as vice-president comes 
just six months after his elevation to 
assistant vice-president on January 1, 
1942. In addition to his duties as an 
officer of the bank, Mr. Hornung is also 
a director of The National Can Cor- 
poration of New York City. 

Mr. Dekker attended Denison Univer- 
sity and joined the bank staff in Sep- 
tember, 1924. He was made assistant 
cashier on October 1, 1928, and became 
assistant vice-president on March 3, 
1934. He is an alumnus of The Gradu- 
ate School of Banking, conducted by 
the American Bankers Association at 
Rutgers University. 

Mr. Borchard came to The National 
City Bank on March 11, 1929, two years 
after his graduation from Adelbert Col- 
lege of Western Reserve University. 
He was appointed assistant cashier in 


September, 1937. 


George J. Fitzgerald 

George J. Fitzgerald has become asso- 
ciated with the American National 
Bank and Trust Company of Chicago 
in an official capacity, having been re- 


cently elected to the post of assistant 
cashier by the bank’s board of directors. 
Mr. Fitzgerald was formerly a na- 


tional bank examiner in the Seventh 
Federal Reserve District, having served 
continuously in that capacity since 
1929. Prior to that time he was asso- 
ciated for severai years with Chicago 
banks. He is a native of Chicago and 
attended Holy Cross School and Cathe- 
dral College, continuing his studies at 
St. Mary’s University in Baltimore, 
where he received the degree of Bach- 
elor of Arts and Master of Arts. Fol- 
lowing service in the Army in the last 
war, he returned to Chicago, where he 
has since resided. 


John Craig Powers 


John Craig Powers, vice-president 
and chairman of executive committee 
of Rochester Trust and Safe Deposit 
Company, Rochester, N. Y., completed 
fifty years of service in the banking 
field on July 18, 1942. 

Graduated from Harvard University 
in 1892, he immediately joined his 


father in the private bank of Daniel W. 
Powers of Rochester, where he learned 
the fundamentals of banking. He or- 
ganized the Fidelity Trust Company of 
Rochester in 1898, becoming its first 
secretary and its president from 1917 
to 1920, when the bank was consoli- 
dated with the Rochester Trust and Safe 
Deposit Company which he has served 
for twenty-two years. 

In deference to war activities, Mr. 
Powers wil] have no formal celebration 
to mark his fiftieth anniversary. Anni- 
versary day will find him on vacation 
at his summer home in Kennebunkport, 
Me., from which he will return to Roch- 
ester to begin his second half-century 
of service in the banking field. 


Convention Dates 


NATIONAL 


October 7-10—National Association of 
Bank Auditors and Comptrollers, Hotel 
Roosevelt, New York City. 

October 12-14—Morris Plan Bankers As- 
sociation, Seaview Country Club, Abe- 
scon, N. J. 


October 26-28—Financial Advertisers As- 
sociation, Edgewater Beach Hotel, Chi- 
cago. 


STATE AND REGIONAL 


July 13-17—North and South Carolina 
Bankers Study Conference, Chapel Hill, 
N. ¢. 

August—Arkansas Bankers Seminar, Uni- 
versity of Arkansas, Fayetteville. 


September 2-5—Virginia Bankers Confer- 
ence, University of Virginia, Charlottes- 
ville. 

September 6-9—Iowa Bankers Association, 
Hotel Fort Des Moines, Des Moines. 


September 6-9—Iowa Junior Bankers, 
Hotel Fort Des Moines, Des Moines. 
September 10-12—Maine Savings Banks 

Association (place to be decided). 
September 17-19— Massachusetts Savings 
Banks Association, New Ocean House, 
Swampscott. 
September 23-25—New York Savings Banks 
Association, Waldorf-Astoria, New York. 
October 12—Vermont Bankers Association, 
Hotel Vermont, Burlington. 


Nebraska Bankers Association, Hotel Fon- 
tanelle, Omaha (date to be decided). 
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